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Corporate Profile

Odyssaey Re Holdings Corp. is a leading
worldwide underwriter of reinsurance and
specialty insurance, with total assets of $8.5
bilion and $2.7 billion in shareholders’ eguity
as of December 31, 2007. We are listed on
the New York Stock Exchange under the
ticker symbol “ORH.”

Odyssey Re Holdings Corp., headquartered
in Stamford, Connecticut, operates gtobally
under the banner OdysseyRe. Supported by
$2.9 bilion of statutory palicyholders’
surplus, we underwrite a wide range of
propetty and casualty reinsurance and
insurance products through our subsidiaries:
Odyssey America Reinsurance Corporation,
Hudscn Insurance Company, Hudson Specialty
Insurance Company, Clearwater Insurance
Company, Newline insurance Company
Limited, Newtine Asia Services Pte. Limited
and Newline Underwriting Management
Limited, OdysseyRe's managing agent at
Lloyd's. OdysseyRe is rated "A" (Excellent) by
A.M. Best Company and "A-" {Strong) by
Standard & Poor’s.

OdysseyRe has 13 offices worldwide, with
over 500 employees in four operating
divisicns: Americas, EuroAsia, London Market
and U.S. Insurance.
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Performance Graph
The following graph compares the cumulative total return to shareholders of OdysseyRe {(assuming reinvestment
of dividends) from December 31, 2002 through December 31, 2007, with the cumutative total return of the

Standard & Peoor's 500 Property & Casualty Insurance Index and the cumulative total return of the Standard &
Poor’s 500 Composite Index.

Cumutative Total Return to Shareholders Value of $100 Invested on December 31, 20022
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Base Period
December December December December December December
Campany / Index 2002 2003 2004 2005 2006 2007
QOdyssey Be Holdings Comp. 100 128.06 143.90 143.87 214.91 212.88
S&P 500 Index 100 128.68 142.69 149.7C 173.34 182.86
S&P 50C Property & Casualty Insurance 100 126.41 139.58 160.68 181.36 156.04

{1 Assumes $100 invested on December 31. 2002 in shares of OdyssayRe common stock. the Standard & Poor's 500 Property & Casualty insurance Index. end the
Standard & Poar's 500 Compoesite Index.

{2)Based on the closing price of shares of OdysseyRe common siock on the dates shown on the NYSE and on intormation provided by Standard & Poor's.




Financial Highlights

Odyssey Re Holdings Corp.
(dollars in millions, except per share data)

2007 2006 2005
Gross premiums written $2,282.7 $2,335.7 $2.626.9
Net premiums written 2,089.4 2,160.9 2,301.7
Net premiums earned 2,120.5 2,225.8 2,276.8
Net investment incorre 329.4 4871 2201
Net realized invesiment gains 539.1 189.1 59.9
Income (loss) before income taxes 913.2 739.2 (181.8)
Net income (loss) available to common shareholders 587.2 499.6 (117.7)
Earnings (l0ss) per common share - basic 8.34 7.24 (i.81)
Earnings (loss) per common share - dituted 8.23 6.93 (1.81)
Total assets 9,501.0 8,953.7 8,646.6
Shareholders’ equity 2,654.7 2,083.6 1,639.5
Return on average common equity 25.9% 28.3% (7.6)%
Book value per common share® $ 36.78 $ 2792 $ 2234
Combined ratio 95.5% 94.4% 117.6%
Gross Premiums Written by Division
(dollars in millions)

2007 2006 2005
Americas $ 834.8 $ 9242 $1,130.5
EuroAsia 565.6 561.2 543.8
London Market 349.9 340.7 431.6
U.S. Insurance 532.3 508.8 521.0
Total Gross Premiums Written $2,282.7 $2,335.7 $2,626.9

{1) Book value per common shaie, & linancial measure ofion used by investors, is calculated using common shareholders' equity, a non-GAAP financial
measure, which represents total sharsholders’ equity, a GAAP financial measure, reduced by the equity attributabla to our preferred stock. The common
sharehoiders’ equity is dividad by our common shares outstanding at each respective year and to deriva book value per common share as refiected in

the: folkowing table {in millions, except share and per share amounts}):

2007 2006 2005
Total sharenolgers’ equity $2.654.7 $2.083.6 $3.639.5
_ess; equity related to preferred stock 97.5 97.5 g7.5
Total common shareholders' equity $2,557.2 $1,986.1 $1,542.0
Comimon shares outstanding 69,521,484 71,140,948 68,127,532
Book value per common share $ 36.78 § 27.02 $ 2231

FINANCIAL HIGHUGHTS




To Our Shareholders:

It is with great pleasure that | report to our shareholders
that OdysseyRe enjoyed record results in 2007. After a
terrific year in 20086, we've done even better in 2007,
producing record net income available to commen
shareholders of $587 million. Our return on equity was
again strong at 25.9%, down slightly from last year's
return of 28.3%, and we achieved a combined ratio of
95.5% for the year. Business written over the last half
dozen years remains highly profitable, although we
continue to raflect costs associated from business
written in prior periods.

Over the vears, regardiess of changing market
conditions, OdysseyRe has remained committed to its
business approach, combining a disciplined,
opportunistic underwriting capability with a long-term,
value-oriented investment strategy. Our primary focus
has always been on compounding bock value; our
objective is to do so at a long-term rate of 15%. We are
indifferent as to whether we achieve our goal through
operating income or cagital appreciation.

Reflecting the continuing success of this long-term
approach, OdysseyRe closes 2007 with common
shareholders’ equity of $2.6 billion, an increase of $571
million over year end 2006, representing a growth rate
in book value per share of 31.7% for the year. Since
2001, OdysseyRe has compounded book value per
share at a rate in excess of 20% per annum, a pace
that places our company solidly in the lead pack of
industry participants.

Under the leadership of divisional CEC Mike Wacek,
our Americas division, the largest of OdysseyRe's four
operating divisions, continues to boast a strong
position in the W.S. broker market. We write a full
cross-section of exposures from our headguarters in
Stamford, Connecticut. Casualty business is our
largest segment, and we are leaders in both the treaty
and facultative sections of that markst. The bulk of our
exposure to U.S. property risks is managed within this
division. We also have a leading presence in the surety
marketplace, run by our seasoned team in Stamford.

Within the Americas division reside our operations in
Canada and Latin America. Our Canadian team, based
in Torento, turned in a strong performance during
2007. Qur Latin American team, operating out of
Miami, Mexico City and Santiago, Chile, also posted
positive results during the year, while absorbing losses
from several natural catastrophes.

QdysseyRe's international reinsurance operations are
largely conducted through our EuroAsia division,
headquartered in Paris, with a meaningful presence in
Asgia through our branch office in Singapcre. Through
cur long history in the markets of Europe, the Middle
East and Asia, we have built a durable, highly profitable
portfolio of relationships in over 80 countries. Results
from this, our second largest division, continued to be
excellent in 2007. We experienced losses from the
European storm Kyrill and Cyclone Gonu in Oman, yet
still produced a handsome underwriting profit. Lucien
Pietropoli has overseen QdysseyRe's EuroAsia division
since 1999 and has done a first-rate job in expertly
managing the development of our portfolio.

Through the combined efforts of our businesses in
London, OdysseyRe's London Market division
generated the largest absolute underwriting profit of
any of our divisions. Our opportunistic participation in
the capacity-strapped retrocessional markets drove
large profits in our London-based reinsurance
business. The international liability insurance portfolio
we've developed through our Newline operations at
Lioyd’s continued its strong performance following our
significant expansion in the first half of this decade.
Brian Young has done a masterful job as divisional CEQ
orchestrating this performance with our experiencad
team in London.

Finally, from its base in New York, our U.S. Insurance
division produced a terrific result in 2007, generating
the second largest level of divisional underwriting profit
after London. We conducted this business through our
fleet of primary companies, operating under the
Hudson brand name. QOver the last five years, we have
assembled a diverse book of specialty business,
focusing on niches where our expertise provides a
critical differentiating strength. Nownhere is this more
evident than in the Healthcare group, based in
California, which has continued its impressive run since
becoming a part of the OdysseyRe family in 2003. As
divisional CEO, Jim Migliorini has been responsible for
this success.

While we are pleased with our past accomplishments,
we recognize that market forces continue to mount and
menace the future. We operate in a viciously cyclical
industry, and we arg not in the strengthening phase of
the cycle, as flush profits and benign loss activity will
continue to put downward pressure on the terms of




2007 Gross Premiums Written

Casualty 53.1%

trade in the underwriting business. As the market
becomes more challenging, we will respond by
heightening OdysseyRe's commitment to disciplined
underwriting. Shareholders can expect us to
purposefully contract our business in response to the
detericrating climate.

Notwithstanding the difficult headwinds, we do see
strategic opportunities to push select areas of our
business forward in 2008. It is likely that our overall
portfolio will continue to tilt more toward the insurance
side versus reinsurance. As of year end 2007, the
combined insurance activity of our London business
and the U.S. Insurance division accounted for a third of
the premium generation at OdysseyRe...a significant
evolution from the time of our IPQ in 2001, when we
were almost entirely a reinsurance company. We are
cautiously expanding our direct capabilities in select
regions, such as our Singapore initiative to broaden
production of Asian liahility business. We are likewise
carefully nurturing new sub-classes of business, such
as our entry into the multi-peril crop insurance field in
the United States.

We believe that OdysseyRe is uniquely positioned to
rmaintain a superior record of book value growth in the
years ahead, due in large part to our continued
adherence to the total return approach that has served
us so well. While underwriting profit has been an
important ingredient in our success over the past six
years, it represents a smaller proportion of our overall
net income than the industry average. Capital
appreciation, achieved through our valus-oriented
investing discipline, has played, and wil continue to
play, an outsize role in the OdysseyRe story.
Accordingly, as underwriting becomes increasingly
challenging over the near- and medium-term, our
formula for generating book value growth should
remain less vulnerable than that of our peer companies.

Qur investment approash has not only generated
strong gains for QdysseyRe's shareholders, it has
simultaneously insulated our balance sheet from the
turbulence presently afflicting the financial industry. We
have scrupulously avoided investing in the asset-
backed, mortgage-backed security universe. Hambiin
Watsa, our exclusive investment adviser, had foreseen
the great unraveling now underway, and we are most
happy to report we have not a scrap of such paper in
our portfolio, regardless of rating. To the contrary, we
have benefited enormously in 2007 by active
investment positions designed to rise in value in the

Property 38.2% Speciaity 8.7%

environment we have been experiencing...most
notably cur bock of credit default swaps, built at a time
when credit spreads were miCcroscopic.

Because we have taken a longer-term view toward
building book value, we have never been tempted to
reach for yigld to boost our quarterly operating income.
We have historically maintained levels of cash that are
unusually high in our industry, while waiting patiently for
attractive opportunities for deployment. Our operating
income has suffered in the past, when we've purposely
held these high levels of tow vielding cash assets.
Looking forward, as short-term rates head lower, cur
quarterly investment income may diminish again, as we
achere to our chosen conservative approach. But, as
in the past, we are confident that our contrarian,
conservative perspective will reward OcdysseyRe's
shareholders with superior results over the long term.

In closing, | wish to thank our business partners and
shareholders for their support. We also are grateful for
the guidance and commitment provided by our Board
of Directors. And, most importantly to me — because
without them, our accomplishments would not be
possible — | want to thank the extended OdysseyRe
family around the world for their dedication to
excellence.

> 2R

Andrew A. Barnard
President and Chief Executive Officer
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Specialty Insurance

Overview of Operations

OdysseyRe conducts its business through four operating divisions: Americas, EuroAsia,
London Market and U.S. Insurance. Each division is managed by talented underwriters
and stafied by skilled professionals with the technical resources toc assess and
underwrite risk. We offer a symphony of products to a global audience, giving us access
o diverse distribution channels and a balanced portiolio of risks.

In 2007, Ody=seyRe's consolidated gross premiums written were $2.3 billion, down 2%
from 20086. Reinsurance worldwide totaled 8%, while insurance business accounted for
32% of gross premiums written. Althcugh we are U.S.-based, our international business
comprises 48% of our portfolio,

OdysseyRe is a prominent global underwriter, with local autherity, but built upon a unified
underwriting culture in each of its 13 offices. In the following pages, you will see that each of
OdysseyRe's divisions adapts its stengths to the diverse geography and product needs
of its clients, making OdysseyRe a globally renowned performer in the insurance industry.

2007 Gross Premiums Written

Americas 36.6% EurcAsia 24.8% J London Market 15.3% “ U.S. Insurance 23.3% J

| | || |

Domestic 51.8%

I [ .

Insurance 32.3% —)

International 48.2%

Reinsurance 67.7%

OVERVIEW CF OPERATIONS




Americas Division

From offices in the United States, Canada and Latin
America, the Americas division of OdysseyRe
underwrites property and casualty, as well as marine,
aerospace and surety reinsurance. Throughout the region,
our underwriting teams are univaled in their experience,
knowledge and understanding of the
local market, refleciing OdysseyRe’s
status as one of the oldest U.S.
reinsurers.

The U.S. operations are ancheored
by our Stamford-based treaty unit,
a leading underwriter of U.S.
properiy, casualty and surety
reinsurance. The treaty operation is
camplemented by our New York
casualty facultative team, which
ranks among the top underwriters of casualty facultative
reinsurance in the U.S. broker market. More than two-
thirds of our U.S. premiums come from casualty lines
(82% treaty, 18% facultative}, with property and surety
making up the balance.

Cur gross premiums written in the U.S, declined in 2007
by 14%, to $650.6 million, as we continued to shift our
mix of property business toward excess of loss
coverage, which we believe offers more attractive
opportunities than proportional business in the current
market environment, Casually premiums declined by
approximately 10% from 2008, as the market for

2007 Gross Premiums Written by Type of Business

Casualty 50% Property 30%

Gross Premiums Written ($ in millions)

2007 $834.9
2006 $924.2
2005

AMERICAS DIVISION

specialty lines such as directors and officers liability,

errors and omissions liability and medical malpractice

continued to soften. We also saw a continued trend

toward higher client retentions in most lines that are not

catasirophe-exposed, which affected premium
production in all lines.

Our Latin America unit is headquartered in
Mexico City with offices in Miami and
Santiago. We write treaty business {mainly
property and auto, with smalter amounts
of marine and surety) on a regional basis
from each of the three offices, We
underwrite property facultative business
throughout the region from our Mexico
City office. In 2007, gross premiums
written grew by 5%, to $141.4 million, as
we resumed the expansion of our market penetration in
the region, following some retrenchment in 2006 in the
aftermath of Hurricane Wilma.

Qur Toronto-based Canadian operation writes a wide
range of treaty business, including property, casualty,
crop and surety. In 2007, gross premiums written grew
by 35%, to $43.3 million, rebounding sharply from the
premium reductions we saw in 2006 that resulted from
our shift away from certain marginally profitable
proportional business. The strength of the Canadian
dollar was also a contributor t© our premium growth
in 2007.

Facuiiative 12%
Surety & Credit 5%
Marine & Aerospace 3%

$1,130.5




EuroAsia Division

The EuroAsia division of OdysseyRe underwrites
property and casualty treaty and facultative reinsurance
in the European Unicn, Eastern Europe, Japan, the
Pacific Rim, Africa and the Middle East. Headguartered
in Paris with offices in S:ockholm, Singapore and Tokyo,
the EuroAsia division, with 88 employees, is well-
positioned to serve this large and growing market.

The EuroAsia division continued to underwrite a well-
balanced portfolio of business as it completed its
seventh year of operation, with gross premiums written
in 2007 of $565.6 million, an increase of 1%
over 2006, due to favorable exchange rates
and reinstatement premiums from winter
storm Kyrill and other catastrophe events.
Business underwritten cut of our Paris office
represents 80.1% of the division's volume,
with 14.8% and 5.1% from our Singapore
and Stockholm offices respectively. We
continue to report favorable results due
largely to our underwriting discipline and a
benign level of catastrophe losses in the
second half of 2007.

OdysseyRe's Paris office is our treaty underwriting
center for the European Union, Eastern Europe, the
Middle East and Africa. In 2007, our Paris office
increased its gross premiums written by 1.3% to $452.6
million, mainly due to the: strength of the Euro against the

2007 Gross Premiums Written by Type of Business

U.S. dallar. Market canditions continue to soften in many
classes of business, capacity is readily available and
there is less overall demand, owing to the strong
financial condition of cedants. Despite these conditions,
our Paris office continues to succeed due to strong
underwriting discipline, a sound reputation for
professionalism and a history of long-term relationships
with its clients.

Qur Stockholm office had gross premiums written of
$29.1 million, up 9.8% from 2006. The Stockholm office
underwrites business in the Nordic
countries, Baltic States and
Russia, where OdysseyRe's
presence continues to develop.

QOdysseyRe’s Pacific Rim business
operates out of Singapore with a
representative office in Tokyo.
Gross premiums written decreased
by $3.9 million or 4.3% from $87.9
million to $84.0 milion, due to our
continued retreat from proportional
treaties and areas where competition is driving pricing
below our margin requirements. Certain regions of
business continue to face competitive pressure, which
requires adherence to a strict underwriting policy.
Japan, India, China and South Korea remain our
largest markets.

Property 63% Casualty 19% Suraty & Credit 9%
Marine & Aerospace 8%
Facultative 1%
Gross Premiums Written {$ in millions)
2007 $565.6
2006 $561.2
2005 $543.8

EURCASIA DIVISION




10

London Market Division

OdysseyRe's London Market division underwrites
insurance and reinsurance on a worldwide basis
through three platforms; OdysseyRe's London branch,
Newline Syndicate 1218 and Newline Insurance
Company Limited ("NICL"). The three operations are
supported by a common Infrastructure and
managemsant team.

The division increased both its top line and net
underwriting profit year over year. Gross premiums
written increased 3% to $350 million in 2007, with the
favorable effects of foreign exchange and the
premium growth in UK motor, international medical
malpractice and retrocessional catastrophe
business, more than cffsetting the decline in
Newline Syndicate 1218's core casualty writings.
Underwriting profit grew by 17% to $76 million for
the year, thanks to modest catastrophe losses and
favorable reserve development from prior years.

OdysseyRe's London branch  underwrites
property, casualty, accident and health, marine
and aerospace treaty reinsurance. While its
portfciio is global in scope, the branch’s primary mission
is to serve the reinsurance needs of clients based in the
London Market, including Lloyd's. The branch portfolic
is predominately excess of loss, focused on higher
margin catastrophe-exposed lines of business.

Newline Syndicate 1218, the first integrated corporate
capital structure to be formed at Lloyd's, has recently

2007 Gross Premiums Written by Type of Business

completed its eleventh year of operation. The Syndicate
is & highly focused, leading casualty insurance specialist
with a meaningful presence in the UK, Continental
Europe, Australia, Canada, Israel and South Africa.
Newline Syndicate 1218 joined Lloyd's Asia in May 2007
by establishing a representative office in Singapore, its
first cutside the UK, to respond to the growing demand
for casualty insurance products in Asia. Newiine Asia
provides local, customized service and acts as
a ‘coverholder’ for Newline Syndicate 1218, with
full binding authority to
undenrwrite the entire range
of casualty products offered
by the Syndicate.

NICL writes the same
casualty insurance lines as
the Syndicate and is able to
write  direct  Ingurance
throughout the European
Community and facultative
reinsurance in most other
jurisdictions. NICL was
formed in 2006 to provide a complementary insurance
platiorm to Newline Syndicate 1218, providing
customers and brokers more flexibility and greater
choice. NICL expanded its product offering in 2007 to
include UK motor, and in the late fall established a
commercial motor fleet underwriting unit, set to begin
writing businass in early 2008,

Casualty Insurance 58% Property Reinsurance 19%

Gross Premiums Written ($ in millions)

2007
2006
2005

LONDON MARKET DIVISION

Marine & Aerospace 16%
Casualty Reinsurance 6%

Miscellaneous 1%




U.S. Insurance Division

Through our Hudson Insurance Group, the U.S.
Insurance division provides A.M. Best Company “A”
rated underwriting capacity on an admitted and non-
admitted basis tc select segments of the
property and casually insurance market.
Operating out of three offices with nearly 150
employees, Hudson focuses primarily on
specialty liability products in the areas of
professional liability, general liability and
transportation. With brozad licensing, Hudson
underwrites through Hudson Insurance
Company, Hudson Specialty Insurance
Company and Clearwater Insurance
Company. Our structure allows operating
flexibility, enabling us to respond to market
opportunities where we can expect above average
returns.

In 2007, the division wrote $532.3 million in gross
premiums written, a modest increase over 2008, This
growth resulted from our entrance into the multi-peril
crop insurance, maring’energy and personal umbrella
lines, more than offsetting the declines in our medical
malpractice and personal automobile segments. In
addition, Hudson Insurance Company was successful in
abtaining its Treasury Listing and has begun io
underwrite select areas of surety business.

Hudson’s specially medical malpractice business,
underwritten from our offices in Napa and Chicago,

2007 Gross Premiums Written by Type of Business

Auto 20%

Professional Liability 26% Medical Malpractice 24%

Gross Premiums Written ($ in millions)

2007
2006
2005

Specialty Liability 17%

provides coverage principally to small- and rmedium-
sized hospitals, physicians and physician groups, as well
as various ancillary health care providers in 15 targeted
states throughout the U.S.
Coverage is generally on a
claims-made basis and written on
surplus lines paper. We also
provide liability and risk
management services. Our risk
management professionals are
strategically located around the
country and provide a valuable
resource to our customers. Thig
market  continued to be
increasingly challenging in 2007,
as more entrants have been attracted by the favorable
effects of tort reform and moderating loss costs.

From our offices in New York City, we target and
underwrite classes of business that we believe offer
prudent profitable growth opportunities, including
directors and officers, environmental liability, architects
and engineers, and other niche markets. We have teams
of professionals who specialize in primary program
business, where our disciplined underwriting approach
and focus on monoling and regional business serve
us well.

Property & Package 13%

$532.3
$509.6
$521.0

U.S. INSURANCE DIVISION
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Worldwide Offices

]
Odyssey Re Holdings Corp.

300 First Stamford Place

Stamford, CT 06902

Tel. {203) 877-8000

Fax (203) 356-C196

Odyssey America Reinsurance Corporation
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Tel. (203) 977-8000
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Fax (212) 384-0199

MEXICO CIiTY
Insurgentes Sur No.1605
17th Floor, Modulo Il

Col. San José Insurgentes
Mexico, D.F. 03800

Tel. (52) 55-5662-8660
Fax (52) 55-5662-6661

MIAMI

1200 Brickell Avenue, Suite 1410
Miami, FL. 33131

Tel. (305) 577-4244

Fax (305) 577-9895

SANTIAGO
Alcantara No. 44
Piso 10, Las Condes
Santiago, Chile

C.P. 6760397
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us™ and “our” refer to

Odyssey Re Holdings Corp. and, unless the context otherwise requires or otherwise as expressly stated, its
subsidiaries, including Odyssey America, Clearwater, Newline, Hudson, Hudson Specialty and Clearwater Select
(as defined herein).




SAFE HARBOR DISCLOSURE

In connection with, and because we desire to take advantage of, the “safe harbot” provisions of the Private
Securities Litigation Reform Act of 1995, we caution readers regarding certain forward-looking statements
contained in this Annual Report on Form 10-K. This Annual Report on Form 10-K contains forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”).

We have included in this Annual Report on Form 10-K filing, and from time to time our management may
make, written or oral statemenis that may include forward-looking statements that reflect our current views with
respect to future events and financial performance. These forward-looking statements relate to, among other things,
our plans and objectives for future operations. These forward-looking statements are subject 1o uncertainties and
other factors that could cause actual results to differ materially from such statements. These uncertainties and other
factors include, but are not limited to:

a reduction in net income if our loss reserves are insufficient;

the occurrence of catastrophic events with a frequency or severity exceeding our estimates;

the lowering or loss of one of our financial or claims-paying ratings, including those of our subsidiaries;
an inability to realize our investment objectives;

the risk that the current governmental investigations or related proceedings involving the Company might
impact us adversely;

the risk that ongeing regulatory developments will disrupt our business or mandate changes in industry
practices in a fashion that increases our costs or requires us to alter aspects of the way we conduct our
business;

a decrease in the level of demand for our reinsurance or insurance business, or increased competition in the
industry;

emerging claim and coverage issues, which could expand our obligations beyond the amount we intend to
underwrite;

a change in the requirements of one or more of our current or potential customers relating to counterparty
financial strength, claims-paying ratings, or collateral requirements;

actions of our competitors, including industry consolidation, and increased competition from alternative

.sources of risk management products, such as the capital markets;

risks relating to our controlling shareholder’s ability to determine the outcome of our corporate actions
requiring board or shareholder approval;

risks relating to our ability to raise additional capital if it is required;
risks related to covenants in our debt agreements;

our inability to access our subsidiaries’ cash;

loss of services of any of our key employees;

risks related to our use of reinsurance brokers;

changes in economic conditions, including interest rate, currency, equity and credit conditions which could
affect our investment portfolio;

failure of our reinsurers to honor their obligations to us;

risks associated with the growth of our specialty insuranice business and the development of our infra-
structure 1o support this growth;




« operational and financial risks relating to our utilization of program managers, third-party administrators,
and other vendors to support our specialty insurance operations;

* the passage of federal or state legislation subjecting our business to additional supervision or reguiation,
including additional tax regulation, in the United States or other jurisdictions in which we operate;

= risks related to our computer and data processing systems; and

* acts of war, terrorism or political unrest.

s, RIS LLINTH

The words “believe,” “anticipate,” “project,” “expect,” “intend,” “will likely result,” “will seek to” or “will
continue” and similar expressions identify forward-looking statements. We caution readers not to place undue
reliance on these forward-looking statements, which speak only as of their dates. We have described some important
factors that could cause our actual results to differ materially from our expectations in this Annual Report on
Form 10-K, including factors discussed below in Item 1A — “Risk Factors,” Except as otherwise required by
federal securities laws, we undertake no obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise.
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Part I

Item 1. Business

The Company

OdysseyRe is a leading underwriter of reinsurance, providing a full range of property and casualty products on
a worldwide basis. We offer both treaty and facultative reinsurance to property and casualty insurers and reinsurers.,
We also write insurance business, primarily focused on liability lines, in the United States and London. Our global
presence is established through 13 offices, with principal locations in the United States, London, Paris, Singapore,
Toronto and Latin America. We had gross premiums written of $2.3 billion in 2007 and our shareholders’ equity as
of December 31, 2007 was $2.7 billion. For the year ended December 31, 2007, reinsurance represented 67.7% of
our gross premiums written, and primary insurance represented the remainder, or 32.3%.

The United States is our largest market, generating 5!.8% of our gross premiums written for the year ended
December 31, 2007, with the remaining 48.2% comprised of international business. Qur operations are managed
through four divisions: Americas, EurcAsia, London Market and U.S. Insurance. The Americas division is
comprised of our reinsurance operations in the United States, Canada and Latin America. The Americas division
primarily writes treaty property, general casualty, specialty casualty, surety, and faculiative casualty reinsurance
business, primarily through professional reinsurance brokers. The EuroAsia division, headquartered in Paris, writes
primarily treaty and facultative property reinsurance. Our London Market division operates through Newline
Syndicate (1218) at Lloyd’s and Newtline Insurance Company Limited {(collectively, “Newline™), where the
business focus is casualty insurance, and our London branch, which focuses on worldwide property and casualty
reinsurance. The U.S. Insurance division writes specialty insurance in the United States, including medical
malpractice and profescional liability. Across our operations, 53.1% of our gross premiums written were generated
from casualty business, 38.2% from property business and 8.7% from specialty classes, including marine and
aviation and surety and credit.

Odyssey Re Holdings Corp. was incorporated on March 21, 2001 in the state of Delaware. In June 2001, we
completed our initial public offering. Prior to our initial public offering, we were wholly owned by Fairfax Financial
Holdings Limited (“Fairfax”), a publicly traded Canadian financial services company. As of December 31, 2007,
Fairfax owned 61.0% of our common shares.

Following is a summary of our principal operating subsidiaries:

* Odyssey America Reinsurance Corporation (“Odyssey America”™), a Connecticut property and casualty
reinsurance company, is a direct subsidiary of the Company and is our principal reinsurance subsidiary.
Odyssey America underwrites reinsurance on a worldwide basis.

+ Odyssey UK Holdings Corp. (“UK Holdings™), a subsidiary of Odyssey America, is a holding company with
several wholly-owned operating subsidiaries, including Newline Underwriting Management Lid., through
which it owns and manages Newline Syndicate 1218 at Lloyd’s and Newline Insurance Company Limited
(collectively, “Newline”).

*» Clearwater Insurance Company (“Clearwater”), a Delaware company, is a direct subsidiary of Odyssey
America. Clearwater holds insurance licenses in 43 states.

* Hudson Insurance Company (“*Hudson™), a Delaware company, is a direct subsidiary of Clearwater. Hudson,
based in New York City, is the principal platform for our specialty insurance business and holds insurance
licenses in 49 states.

* Hudson Specialty Insurance Company (“Hudson Specialty™), a New York company, is a direct subsidiary of
Clearwater and is an eligible surplus lines insurer in 4} states.

» Clearwater Select Insurance Company (“Clearwater Select”), a Delaware company, is a direct subsidiary of
Clearwater, Clearwater Select operates as an additional primary insurer in the Hudson group of companies
and is widely licensed throughout the United States.
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Business Objectives

Our objective is to build shareholder vatue by achieving an average annual growth in book value per commen
share of 15% over the long-term by focusing on underwriting profitability and generating superior investment
returns. Our compounded annual growth in book value per common share from December 31, 2001, the year we
became publicly traded, to December 31, 2007 was 20.4%. We intend to continue to achieve our objective through:

* Adhering to a strict underwriting philosophy. We emphasize disciplined vnderwriting over premium
growth, concentrating on carefully selecting the risks we reinsure and determining the appropriate price for
such risks. We seek to achieve our principal objective of attracting and retaining high quality business by
centrally managing our diverse operations.

* Increasing our position in specialty insurance business. We intend to continue expanding our specialty
insurance business by emphasizing underserved market segments or classes of business.

* Pursuing attractive lines of business. We seek to take advantage of opportunities to write new lines of
business or expand existing classes of business, based on market conditions and expected profitability. We
expect to expand our position over time in domestic and international markets by delivering high quality
service through maintaining a local presence in the markets that we serve.

* Maintaining our commitment to financial strength and security. We are committed 1o maintaining a strong
and transparent balance sheet. We will sustain financial flexibility through maintaining prudent operating
and financial leverage and investing our portfolio primarily in high quality fixed income securities and
value-oriented equity securities.

* Achieving superior returns on invested assets. 'We manage our investments using a total return philosophy,
seeking to maximize the economic value of our investments, as opposed to current income. We apply a long-
term value-oriented philosophy to optimize the total returns on our invested assets.

Enterprise Risk Management

We seek to apply conservative risk management principles and practices throughout our company. We are
engaged in continuous enhancement of our risk management framework through the identification of risks that
threaten our ability to achieve certain financial and operational objectives. Our primary risk exposures emanate
from underwriting, loss reserving, investing and operations. Qur Chief Risk Officer, who reports directly to the
Chief Executive Officer, leads a multi-disciplinary team whose tasks are to identify, measure, evaluate and manage
risk. To assist with the measurement process, we have established risk tolerances for our business. Comparison of
actual risk indications to established levels of tolerance are performed regularly. Results of these comparisons are
reviewed with the Chief Executive Officer and others within senior management, and are periodically reported to
our Board of Directors.

Overview of Reinsurance

Reinsurance is an arrangement in which the reinsurer agrees to indemnify an insurance or reinsurance
company, the ceding company, against all or a portion of the insurance risks underwritten by the ceding company
under one or more insurance or reinsurance contracts. Reinsurance can provide a ceding company with several
benefits, including a reduction in net liability on individual risks or classes of risks, and catastrophe protection from
large or multiple losses. Reinsurance also provides a ceding company with additional underwriting capacity by
permitting it to accept larger risks. Reinsurance, however, does not discharge the ceding company from its liability
to policyholders. Rather, reinsurance serves to indemnify a ceding company for losses payable by the ceding
company to its policyholders.

There are two basic types of reinsurance arrangements: treaty and facultative reinsurance. In treaty reinsur-
ance, the ceding company is obligated to cede and the reinsurer is obligated to assume a specified portion of a type
or category of risks insured by the ceding company. Treaty reinsurers do not separately evaluate each of the
individual risks assumed under their treaties and are largely dependent on the individual underwriting decisions
made by the ceding company. Accordingly, reinsurers will carefully evaluate the ceding company’s risk

6




management and underwriting practices in deciding whether to provide treaty reinsurance and in appropriately
pricing the treaty.

In facultative reinsurance, the ceding company cedes and the reinsurer assumes all or part of the risk under a
single insurance or reinsurance contract. Facultative reinsurance is negotiated separately for each contract that is
reinsured. Facultative reinsurance normally is purchased by ceding companies for individual risks not covered by
their reinsurance treaties, for amounts in excess of the dollar limits of their reinsurance treaties or for unusual risks.

Both treaty and facultative reinsurance can be written on either a proportional, also known as pro rata, basis or
on an excess of loss basis. Under proportional reinsurance, the ceding company and the reinsurer share the
premiums as well as the losses and expenses in an agreed proportion. Under excess of loss reinsurance, the reinsurer
indemnifies the ceding company against all or a specified portion of losses and expenses in excess of a specified
dollar amount, known as the ceding company’s retention or the reinsurer’s attachment point.

Excess of loss reinsurance is often written in layers. A reinsurer accepts the risk just above the ceding
company’s retention up to a specified amount, at which point that reinsurer or another reinsurer accepts the excess
liability up to an additicnal specified amount, or such liability reverts to the ceding company. The reinsurer taking
on the risk just above the ceding company’s retention layer is said to write working layer or low layer excess of loss
reinsurance. A loss that reaches just beyond the ceding company’s retention will create a loss for the lower layer
reinsurer, but not for the: reinsurers on the higher layers. Loss activity in lower layer reinsurance tends to be more
predictable than in higher layers.

Premiums payable by the ceding company to a reinsurer for excess of loss reinsurance are not directly
proportional to the premiums that the ceding company receives because the reinsurer does not assume a
proportional risk. In contrast, premiums that the ceding company pays to the reinsurer for proportional reinsurance
are proportional to the premiums that the ceding company receives, consistent with the proportional sharing of risk.
In addition, in proportional reinsurance, the reinsurer generally pays the ceding company a ceding commission. The
ceding commission generally is based on the ceding company’s cost of acquiring the business being reinsured
(commissions, premium taxes, assessments and administrative expenses) and also may include a profit factor for
producing the business.

Reinsurance may be written for insurance or reinsurance contracts covering casualty risks or property risks. In
general, casualty insurance protects against financial loss arising out of an insured’s obligation for loss or damage to
a third party’s property or person. Property insurance protects an insured against a financial loss arising out of the
loss of property or its use caused by an insured peril or event. Property catastrophe coverage is generally “all risk™ in
nature and is written on an excess of loss basis, with exposure to losses from earthquake, hurricanes and other
natural or man made catastrophes such as storms, floods, fire or tornados. There tends to be a greater delay in the
reporting and settlement of casualty reinsurance claims as compared to property claims due to the nature of the
underlying coverage and the greater potential for litigation involving casualty risks.

Reinsurers may purchase reinsurance to cover their own risk exposure, Reinsurance of a reinsurer’s business is
called a retrocession. Reinsurance companies cede risks under retrocessional agreements to other reinsurers, known
as retrocessionatres, for reasons similar to those that cause insurers to purchase reinsurance: to reduce net liability
on individual risks or classes of risks, to protect against catastrophic losses, to stabilize financial ratios and to obtain
additional underwriting capacity.

Reinsurance can be written through professional reinsurance brokers or directly with ceding companies.

Lines of Business
Our reinsurance operations primarily consist of the following lines of business:

» Casualty. Our casualty business includes a broad range of specialty casualty products, including profes-
sional liability, directors’ and officers” liability, workers’ compensation and accident and health, as well as
general casualty products, including general liability, and auto liability and personal accident coverages
written on both a treaty proportional and excess of loss basis as well as on a facultative basis.
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* Property. Qur property business includes reinsurance coverage to insurers for property damage or business
interruption losses covered in industrial and commercial property and homeowners’ policies. This business
is written on a treaty proportional and excess of loss basis. Qutside the U.S., we also write property
reinsurance on a facultative basis. Property reinsurance contracts are generally “all risk™ in nature. Qur most
significant exposure is typically to losses from windstorms and earthquakes, although we are also exposed to
losses from events as diverse as freezes, riots, floods, industrial explosions, fires, hail and a number of other
loss events. Our property reinsurance treaties generally exclude certain risks such as losses resulting from
acts of war, nuclear, biological and chemical contamination, radiation and environmental pollution.

* Marine and Aerospace. 'We provide reinsurance protection for marine hull, cargo, transit and offshore oil
and gas operations on a proportional and non-proportional basis. We also provide specialized reinsurance
protection in airline, general aviation and space insurance business primarily on a non-proportional basis.

» Surety and Credit. Credit reinsurance, written primarily on a proportional basis, provides coverage to
commercial credit insurers and the surety line relates primarily to bonds and other forms of security written
by specialized surety insurers.

Our insurance operations primarily consist of the following lines of business:

* Medical Malpractice. Our medical malpractice business primarily provides coverage for group and
individual physicians and small and medium-sized hospitat accounts. We offer commercial general liability
in conjunction with medical malpractice coverage.

» Professional Liability. Qur professional liability business primarily consists of architects, engineers,
environmental consultants and media professionals, as well as coverage for directors” and officers’ liability.

» Non-Standard Personal and Commercial Automabile. Our non-standard private passenger automobile
book is primarily focused in California. Our specialty commercial automobile book consists primarily of
off-duty liability for truckers and West Coast regional waste haulers.

» Specialty Liability. Our specialty liability business primarily focuses on casualty risks in the excess and
surplus markets. Qur target classes include mercantile, manufacturing and building/premises, with particular
emphasis on commercial and consumer products, miscellaneous general liability and other niche markets.
We also provide occupational benefit coverages targeted to federally recognized tribes.

* Property and Package. Our property and package business is primarily focused on New York commercial
property, agriculture and offshore energy. Also included are risks of restaurant franchisees written through-
out the United States,.




The following table sets forth our gross premiums written, by line of business, for each of the three years in the
period ended December 31, 2007:

Years Ended December 31,

2007 2006 2005
$ % $ % $ %
(In millions)

Property excessof loss .. .............. ... $ 3514 154% $ 3139 13.4% § 355.1 13.5%
Property proportional . ................... 319.7 14.0 3619 15.5 438.7 16.7
Property facultative. . . .......... ... ..... 218 0.9 16.9 0.7 27.3 1.0

Property reinsurance . . ..........v0v .- 692.9 30.3 692.7 29.6 821.1 31.2
Casualty excessof loss. . ......... ... ... 255.0 11.2 316.7 13.6 287.8 11.0
Casualty proportional .. .................. 2900 12.7 273.1 11.7 404.1 154
Casualty facultative ... ......... ... ... ... §2.0 3.6 94.1 4.0 105.1 40

Casualty reinsurance . . .........covenn.. 627.0 27.5 683.9 29.3 797.0 304
Marine and agrospace . . .. ... .. 128.7 5.6 144.4 6.2 141.8 5.4
Surety and credit . ................ S 97.3 4.3 101.9 4.4 104.5 4.0
Miscellaneous. . . ......... ... it — _ 0.7 —_ (0.8) —

Total reinsurance . ............... e 1,545.9 67.7 1,623.6 69.5 1,863.6 71.0
Medical malpractice . . ............ ..... .. 130.2 5.7 152.8 6.6 150.6 57
Professional liability . . ................... 1353 6.1 131.0 56 114.2 44
Personal awto . ................ ... e 51.6 23 717 33 103.6 39
Specialty liability ... ............. e 50.4 4.0 81.8 35 90.5 35
Commercial auto . ... ............. e 52.4 23 35.6 1.5 324 1.2
Property and package . ................... 68.4 3.0 30.7 1.3 29.7 1.1

US.insurance . ............ooveaunnnnn 5323 234 509.6 218 521.0 19.8
Liability lines — Newline and NICL . ........ 201.5 8.8 198.9 8.5 2349 8.9
Other lines — Newline . .................. 3.0 0.1 36 0.2 7.4 0.3

Total insurance . . . .. ..... . ... 736.8 323 712.1 30.5 763.3 29.0

Total gross premiums written .. .. ........ $2,2827 1000% $2,335.7 100.0% $2,626.9 100.0%

For the year ended December 31, 2007, total reinsurance gross premiums written were $1,545.9 million, or
67.7% of our gross premiums written, and the remaining $736.8 million, or 32.3%, was insurance business. Our
insurance premiums include our U.S. Insurance division and business written by our Lloyd’s syndicate and Newline
Insurance Company Limited, which are part of our London Market division. Treaty reinsurance represents 63.2% of
our total gross premiums written and 93.3% of our total reinsurance gross premiums written. Facultative
reinsurance is 4.5% of our gross premiums written and 6.7% of our total reinsurance business. During 2007,
51.0% of our total reinsurance gross premiums written was proportionat and 49.0% was excess of loss.

We write property catastrophe excess of loss reinsurance, covering loss or damage from unpredictable eveats
such as hurricanes, windstorms, hailstorms, freezes or floods, which provides aggregate exposure limits and
requires cedants to incur losses in specified amounts before our obligation to pay is triggered. For the year ended
December 31, 2007, $271.7 million, or 11.9%, of our gross premiums writien were derived from property
catastrophe excess of loss reinsurance. We also write property business, which has exposure to catastrophes, on a
proportional basis, in North America and Latin America. In addition, the EuroAsia division primarily writes
property business, with exposure to catastrophes, primarily in Europe, Japan, the Pacific Rim and the Middle East.

Treaty casualty business accounted for $545.0 million, or 23.9%, of gross premiums written for the year ended
December 31, 2007, of which 53.2% was written on a proportional basis and 46.8% was written on an excess of loss
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basis. Our treaty casualty portfolio principally consists of specialty casualty products, including professional
liability, directors’ and officers’ liability, workers’ compensation and accident and health, as well as general
casualty products, including general liability and auto liability. Treaty property business represented $671.1 million,
or 29.4%, of gross premiums written for the year ended December 31, 2007, primarily consisting of commercial
property and homeowners’ coverage, of which 47.6% was written on a proportional basis and 52.4% was written on
an excess of loss basis. Marine and aerospace business accounted for $128.7 million, or 5.6%, of gross premiums
written for the year ended December 31, 2007, of which 30.3% was written on an excess of loss basis and 69.7% on
a proportional basis. Surety, credit and other miscellaneous reinsurance lines accounted for 4.3% of gross premiums
written in 2007.

Facultative reinsurance accounted for $103.8 million, or 4.5%, of gross premiums written for the year ended
December 31, 2007, with 97.8% derived from the Americas division and 2.2% from the EuroAsia division. With
respect to facultative business in the United States, we write only casualty lines of business, including general
liability, umbrelta liability, directors’ and officers’ liability, professional liability and commercial auto lines; with
respect to facultative business in Latin America and EuroAsia, we write primarily property lines of business.

We operate at Lloyd’s through our wholly owned syndicate, Newline Syndicate 1218, which focuses on
casualty insurance. Qur Lloyd’s membership provides strong brand recognition, extensive broker and distribution
channels, worldwide licensing and augments our ability to write insurance business on an excess and surplus lines
basis in the United States.

We provide insurance products through our U.S. Insurance division. This business is comprised of specialty
insurance business underwritten on both an admitted and non-admitted basis. Business is generated through
national and regional agencies and brokers, as well as through program administrators. Each program administrator
has strictly defined limitations on lines of business, premium capacity and policy limits. Many program admin-
istrators have limited geographic scope and all are limited regarding the type of business they may accept on our
behalf. We underwrite medical malpractice insurance primarily on a non-admitted basis. Coverage is written on a
claims-made basis, providing a wide range of limits and retentions.

As a general matter, we target specific classes of business depending on the market conditions prevailing at any
given point in time. We actively seek to grow our participation in classes experiencing improvements, and reduce or
eliminate participation in those classes suffering from intense competition or poor fundamentals. Consequently, the
classes of business for which we provide reinsurance are diverse in nature and the product mix within the
reinsurance and insurance portfolios may change over time. From time to time, we may consider opportunistic
expansion or entry into new classes of business or ventures, either through organic growth or the acquisition of other
companies or books of business.

We currently expect that our net premiums written could decline by approximately 10% for the year ended
December 31, 2008 as compared to 2007. This primarily reflects our expectation of continued competition in the
insurance and reinsurance marketplace, and our philosophy of disciplined underwriting, which requires us to non-
renew or not accept underpriced business. While pricing generally remains adequate across the casualty market, we
expect a decline in casualty classes of business, reflecting continued lower levels of reinsurance purchased by our
customers and increased competition in certain specialty classes.
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Divisions

Our business is organized across four operating divisions: the Americas, EuroAsia, London Market, and
U.S. Insurance divisions. The table below illustrates gross premiums written by division for each of the three years
in the period ended December 31, 2007:

Years Ended December 31,

2007 2006 2005
$ % $ % $ %
(In millions)

AMENCAS . . o ottt e e eeneieeen $ 8349 36.6% $ 924.2 39.6% $1,130.5 43.1%
FuroAsia.........ouveiivennnns 565.6 24 8 561.2 240 543.8 20.7
London Market ................. 3499 15.3 340.7 14.6 431.6 16.4
US.Insurance . .. .......couunn.. 532.3 23.3 509.6 21.8 521.0 19.8

Total gross premiums written . . Jo. $22827  100.0% $2,335.7  100.0% $2,6269  100.0%

Americas Division

The Americas is our largest division, accounting for $834.9 million, or 36.6%, of our gross premiums written
for the year ended December 31, 2007. The Americas division is organized into three major units: the United States,
Latin America and Canada. The Americas division writes treaty, casualty and property, and facultative casualty
reinsurance in the United States and Canada. In Latin America we write treaty and facultative property reinsurance
along with other predominantly short-tail lines. The Americas division operates through six offices: Stamford,
New York City, Mexico City, Miami, Santiago and Toronto, and as of December 31, 2007 had 319 employees. The
Americas division’s principal client base includes small to medium-sized regional and specialty ceding companies,
as well as various specialized departments of major insurance companies. Business is generated mainly through
brokers.

The following table displays gross premiums written by each of the units within the Americas division for each
of the three years in the period ended December 31, 2007:
Years Ended December 31,

2007 2006 2005
$ %o $ %o $ e
(In millions)

United States. .. .......c.ouvvvnnn.. $650.6 77.9% $756.4 81.8% § 9299 82.3%
Latin America. . ................... 141.4 16.9 134.9 14.6 148.6 13.1
Canada ........ ... ... v 43.3 5.2 320 35 50.4 45
Other .......ov i i {0.4) — 0.9 0.1 1.6 0.1

Total gross premiums written . ... .. .. $834.9 100.0% $924.2 100.0% $1,130.5 100.0%

The United States unit provides treaty reinsurance of virtually ail classes of non-life insurance. In addition to
the specialty casualty and general casualty reinsurance lines, the unit also writes commercial and personal property
as well as marine and aerospace, accident and health, and surety lines. Facultative casualty reinsurance is also
written in the United States unit, mainly for general liability, umbrella liability, directors’ and officers’ liability,
professional liability and commercial auto. The United States unit operates out of offices in Stamford and New York
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City. The following table displays gross premivms written, by business segment, for the United States for each of the
last three years in the period ended December 31, 2007:

Years Ended December 31,

2007 2006 2005
$ G $ e $ o
(In millions)

Specialty casuvalty. . .................. $2954 45.4% $320.9 42.4% $339.6 36.5%
Property . . ..o v 148.1 22.8 192.3 254 252.1 27.1
Facultative . . ........... .. ... ... ... 82.0 12.6 94.1 124 104.9 11.3
General casualty. . ................... 74.6 11.5 89.0 11.8 103.0 11.1
Surety . ... 36.4 5.6 39.3 5.2 474 5.1
Marine. . ... ... ... .. 18.3 2.8 252 33 254 2.7
Alternative TisK . .. ... oee i (24) ©4 (39 (05 548 59
Other. . ... e (8 03 (0.5) — 27 03

Total gross premiums written . ........ $650.6  100.0% $7564 100.0% $929.9 100.0%

The Latin America unit writes primarily treaty and facultative business throughout Latin America and the
Caribbean. The business is predominantly property in nature, but alse includes auto, marine and other lines. The
Latin America unit has its principal office in Mexico City, with satellite offices in Miami and Santiago. The
Canadian unit, which is based in Toronto, writes primarily property reinsurance but also underwrites casualty, crop
and surety business, all on a treaty basis.

The following table displays gross premiums written for the Americas division, by type of business, for each of
the three years in the period ended December 31, 2007:

Years Ended December 31,

2007 2006 2005
$ o $ %o $ T
(In millions)

Property excessof loss .. ............ $125.1 15.0% $122.7 133% $ 1357 12.0%
Property proportional . . .. ............ 123.3 14.8 158.1 17.1 2274 20.1
Property facultative . .. .............. 19.5 2.3 13.7 1.5 24.1 22

Property reinsurance .............. 267.9 32.1 264.5 319 387.2 34.3
Casualty excess of loss . ............. 181.5 21.7 231.1 25.0 203.4 18.0
Casualty proportional. ... ............ 2325 219 221.2 239 345.8 30.6
Casualty facultative . ... ............. 82.0 9.8 04.1 10.2 105.2 9.3

Casualty reinsurance . ............. 496.0 59.4 546.4 59.1 654.4 57.9
Marine and aerospace ............... 254 3.0 36.2 39 375 33
Surety and credit. .. ................ 45.6 55 46.4 5.0 522 4.6
Miscellaneous lines . ... ............. — — 0.7 0.1 (0.8) (0.1)

Total gross premiums written ... ... .. $834.9 100.0% $924.2 100.0% $1,130.5 100.0%

EuroAsia Division

The EurcAsia division accounted for $565.6 million, or 24.8%, of our gross premiums written for the year
ended December 31, 2007. The division primarily writes property business. The EuroAsia division operates out of
four offices, with principal offices in Paris and Singapore and satellite offices in Stockholm and Tokyo, and as of
December 31, 2007 had 88 employees. Business is produced through a strong network of global and regional
brokers. The EuroAsia division underwrites through brokers for 65.6% of the business and 34.4% directly. Our top
five brokers for the EuroAsia division in 2007, Aon Corporation, Guy Carpenter & Co., Inc., Benfield Group, Ltd,
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Willis Re Group Holdings, Ltd, and Protection Reinsurance Intermediaries, generated 49.2% of the division’s
business in 2007.

The Paris branch cffice is the headquarters of the EuroAsia division and the underwriting center in charge of
Europe, the Middle East and Africa, with an office in Stockholm, Sweden, covering the Nordic countries and
Russia. The Paris branch writes primarily property, motor, credit and bond, accident and health, marine and
aerospace and liability business, The Asia Pacific Rim unit, headquartered in Singapore with an office in Tokyo,
writes reinsurance on both a treaty and facultative basis. The primary lines of business offered in the Asia Pacific
Rim unit include property, marine, motor, accident and health, bond coverages and liability business. During 2007,
Europe represented 68.6% of gross premiums written while Asia represented 18.1% and the Middle East, Africa
and America comprised the remaining 13.3%.

The following table displays gross premiums written for the EuroAsia division, by type of coverage, for each of
the last three years in the period ended December 31, 2007:

Years Ended December 31,

2007 2006 2005
$ Fe $ Yo $ %
(In millions)

Property. .. .o vt $348.1 61.5% 3$341.0 60.8% $326.0 60.0%
Motor ... ... 79.6 14.1 85.0 15.1 88.4 16.3
Surety and credit . .......... . 51.6 9.1 55.5 9.9 52.3 9.6
Marine. .. ......ciiii e 364 6.4 333 59 28.5 5.2
Liability .. .. ... ..o 28.0 5.0 23.5 42 273 4.2
ACTOSPACE . . ... .. vty 11.8 2.1 12.6 23 14.4 2.6
Accident and health . ... .............. 10.1 1.8 10.3 1.8 11.5 2.1

Total gross premiums written ... ...... $565.6  100.0% $361.2 100.0% $543.8 100.0%

The property business, including the property component of motor business, in EuroAsia is 54.6% propor-
tional, 44.8% excess of loss and 0.6% facultative. Per risk coverages account for 53.7% of the property business,
while 28.5% relates to catastrophe coverage.

The following table displays gross premiums written for the EuroAsia division, by type of business, for each of
the three years in the period ended December 31, 2007:

Years Ended December 31,

2007 2006 2005
$ o $ %o $ o
(In millions}

Property excess of loss. . .............. $160.0 283% $143.7 25.6% $140.0 25.8%
Property proportional . . ............... 195.3 345 203.8 36.3 203.1 373
Property facultative .. ................ 2.2 0.4 3.2 0.6 3.3 0.6

Property . .. ..o 3575 63.2 350.7 02.5 346.4 63.7
Casualty excessof loss. . . ............. 66.8 11.8 70.4 12.5 66.9 12.3
Casualty proportional .. .. ............. 41.5 7.3 38.7 6.9 35.0 6.5

Casvalty. . ...t 108.3 19.1 109.1 19.4 101.9 18.8
Marine and acrospace. . ............... 48.1 8.5 459 8.2 432 7.9
Suretyand credit . ........... ... ..... 517 5.2 55.5 9.9 52.3 9.6

Total gross premiums written . ... ... .. $565.6 100.0% $561.2 100.0% $543.8 100.0%

The property and casualty components of motor business have been included in the property and casualty
amounts in the above table.
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London Market Division

The London Market division accounted for $349.9 million, or 15.3%, of our gross written premiums for the
year ended December 31, 2007. The London Market division operates through the Newline Syndicate (1218) at
Lloyd’s, Newline Insurance Company Limited and the London branch, and as of December 31, 2007 had
80 employees. Newline's business focus is international casualty, motor insurance and facultative reinsurance
while the London branch writes worldwide treaty reinsurance. Our underwriting platforms are run by an integrated
management team with a common business approach. Business is distributed through a diverse group of brokers,
with the top five brokers representing 57.8% of gross premiums written. Qur top London Market division brokers
include Aon Corporation, Marsh Inc., Willis Re Group Holdings Ltd, Lockton Companies International and Jardine
Lloyd Thompson.

For the year ended December 31, 2007, the London branch had gross premiums written of $145.3 million, or
41.5% of the total London Market division. The London branch writes worldwide treaty reinsurance through three
business units: property, marine and aerospace, and international casualty. The property unit (comprising mainly
retrocessional and catastrophe excess of loss business) represents 46.4% of the total gross premiums written for the
vear ended December 31, 2007. Geographically, 81.0% of the branch business is located in the United Kingdom,
Western Europe and the United States.

For the year ended December 31, 2007, Newline had gross premiums written of $204.6 million, or 58.5% of the
total London Market division. Newline writes international casualty and motor insurance and facultative reinsur-
ance in seven sectors: professional indemnity, directors’ and officers’ liability, commercial crime and bankers’
blanket bond, motor, satellite, medical malpractice and public and products liability, Newline’s target market is
generally small to medium-sized accounts which could be either private or public companies. The United Kingdom,
Australia and Western Europe represent 79.5% of Newline's business.

The following table displays gross premiums written for the London Market division, by type of business, for
each of the three years in the period ended December 31, 2007:

Years Ended December 31,

2007 2006 2005
$ % $ % $ %
{In millions)

Property excess of loss. ... ............ $ 66.3 19.0% $ 47.5 13.9% $ 79.4 18.4%
Property proportional . . ............... 1.1 0.3 -— — 8.3 1.9

Property reinsurance . . . ............. 67.4 19.3 47.5 139 - 8§77 20.3
Casualty excessof loss. . .............. 6.8 1.9 152 43 17.5 4.1
Casualty proportional . . ............... 16.0 4.6 13.2 39 23.1 5.4

Casualty reinsurance. . ............., 22.8 6.5 28.4 8.4 40.6 9.5
Marine and aerospace. . . .............. 55.1 15.7 62.3 18.3 61.0 14.1

Total reinsurance .................. 145.3 41.5 138.2 40.6 189.3 439
Liability lines — Newline. . .. .......... 2015 57.6 198.9 58.4 234.9 544
Other—Newline. ................... 3.1 0.9 3.6 1.0 74 1.7

Total gross premiums written . ........ $3499  100.0% $340.7 100.0% 34316 100.0%

U.S. Insurance Division

Trademarked as “Hudson Insurance Group,” the U.S. Insurance division provides underwriting capacity on an
admitted and non-admitted basis to medical malpractice and specialty insurance markets nationwide. The
U.S. Insurance division generated $332.3 million, or 23.3%, of our gross premiums written for the year ended
December 31, 2007, The U.S. Insurance division operates from offices in New York, Chicago and Napa, and as of
December 31, 2007 had 148 employees. '
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Our medical malpractice business provides coverage principally to small and medium-sized hospitals,
physicians and physician groups, and is primarily focused on 15 states throughout the United States. Coverage
is generally offered on a claims-made basis and is written on a surplus lines basis to provide rate and form flexibility.
This business is distributed primarily through regional brokers.

In addition, the U.S. Insurance division provides primary coverage for a variety of risks, including non-
standard personal auto, commercial auto, specialty liability and other niche markets. We manage a limited number
of active program administrator relationships, with a majority of our business concentrated in our top ten
relationships. We perform extensive due diligence on all new and existing program administrators and look to
do business with organizations that have a long and well-documented track record in their area of expertise. Strong
monitoring processes are in place and our program administrators are incentivized to produce profitable insurance
business rather than to merely generate volume.

The following table displays gross premiums written for the U.S. Insurance division, by type of business, for
the years ended Deceraber 31, 2007, 2006 and 2005, respectively:
Years Ended December 31,

2007 2006 2005
s % $ % $ %
(In millions)

Professional lability. .. ............... $139.3 26.2% $131.0 25.7% $114.2 21.9%
Medical malpractice . ... .............. 130.2 244 152.8 30.0 150.6 289
Specialty liability . . .................. 90.3 17.0 81.8 16.1 90.5 17.4
Property and package................. 68.5 129 30.7. 6.0 29.7 57
Commercial auto ... ................. 524 9.8 356 7.0 324 6.2
Personalauto....................... 516 9.7 77.7 15.2 103.6 19.9

Total gross premiums written ... ... ... $532.3  100.0% $3509.6 100.0% $521.0 100.0%

The following table provides additional detail regarding our medical malpractice business for the years ended
December 31, 2007, 2006 and 2005, respectively:
Years Ended December 31,

2007 2006 2005
$ % $ o $ %o
(In millions)
Physician groups and clinics. ........... $ 412 31.6% 3% 419 274% §$ 503 33.4%
Hospitals .. .......c.vvinninnninnn 40.5 31.1 46.1 30.2 328 218
Select markets .. .................... 21.1 16.2 31.6 20.7 41.4 215
Individual physicians . ................ 20.5 15.8 24.0 15.7 204 13.5
Other healthcare providers .. ........... 6.9 5.3 9.2 6.0 5.7 38
Medical malpractice gross premiums
L% 1 110+ $130.2 100.0% $152.8 100.0% $150.6 100.0%

Retention Levels and Retrocession Arrangements

Our underwriting guidelines as of December 31, 2007 impose maximum retentions on a per risk basis. We
believe that the levels of gross capacity per property risk that are in place are sufficient to achieve our objectives in
the marketplace. The following table illustrates the current gross capacity, cession (reinsurance retrocession) and
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net retention generally applicable under our underwriting guidelines. Larger limits may occasionally be written
subject to the approval of senior management.

Gross Retrocession/ Net
Capacity Reinsurance Retention

(1 millions)

Treaty
PropertY . .o e e e e $15.0 $ — $15.0
Casualty .. ... . e 7.5 — 1.5
Facultative
Property . ... . .. e 10.0 8.0 2.0
Casualty ... ... . e e 5.0 2.0 3.0
Insurance
Medical malpractice .................. ... ... ... ... 11.0 10.2 0.8
Othercasualty . ... ... ... ... .. . s, 10.0 7.0 3.0
Property ... .. e 10.0 8.0 20
Newline ... ... ... e 19.6 14.7 4.9

We are subject to accumulation risk with respect to catastrophic events involving multiple treaties, facultative
certificates and insurance policies. To protect against this risk we buy catastrophe excess of loss reinsurance
protection. The retention, the level of capacity purchased, the geographical scope of the coverage and the cost vary
from year to year. Since 2006, we have chosen not to purchase non-proportional reinsurance for our core
U.S. property account other than limited and/or partial covers. In 2007, we purchased some non-U.S. catastrophe
excess of loss protection as well as some additional specific protections for our facultative property account in Latin
America and Asia,

When we enter into retrocessional agreements, we cede to reinsurers a portion of our risks and pay premiums
based upon the risk and exposure of the policies subject to the reinsurance. Although the reinsurer is liable to us for
the reinsurance ceded, we retain the ultimate liability in the event the reinsurer is unable to meet its obligation at
some later date. Our objective is to purchase reinsurance from reinsurers rated “A—" or better by Standard & Poor’s
Insurance Rating Services (“Standard & Poor’s™) or A.M. Best Company, Inc. (*A.M. Best”). Reinsurers with lower
ratings will be considered if the reinsurance security is collateralized, or with senior management approval.

We purchase reinsurance to increase our aggregate premium capacity, to reduce and spread the risk of loss on
insurance and reinsurance underwritten and to limit our exposure with respect to multiple claims arising from a
single occurrence. We are subject to accumulation risk with respect to catastrophic events involving multiple
treaties, facultative certificates and insurance policies. To protect against this risk, we purchase catastrophe excess
of loss reinsurance protection. The retention, the levet of capacity purchased, the geographic scope of the coverage
and the cost vary from year to year. Specific reinsurance protections are also placed to protect selected portions of
our portfolio. Our catastrophe excess of loss reinsurance protection available for losses in the United States for 2005
was exhausted by Hurricanes Katrina, Rita and Wilma during the year ended December 31, 2005.

Our ten largest reinsurers represent 49.1% of our total reinsurance recoverables as of December 31, 2007.
Amounts due from all other reinsurers are diversified, with no other individual reinsurer representing more than
$14.7 million of reinsurance recoverables as of December 31, 2007, and the average balance is less than
$3.0 million.
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The following table shows the total amount which is recoverable from each of our ten largest reinsurers for
paid and unpaid losses as of December 31, 2007, the amount of collateral held, and each reinsurer’s A.M. Best rating

(in millions):

Reinsurance  Percent of A.M, Best
Reinsurer Recoverable Total Collateral Rating

Underwriters Reinsurance Company {Barbados) . . . 3 740 102% % 74.0 NR
Lloyd'sof London . . .......... ... ... ... .. 72.5 10.0 0.3 A
Swiss Reinsurance America Corporation. ........ 352 4.8 — A+
SwissRe UK. ........ ... .. oo, 335 4.6 — A+
Federal Insurance Company . ................. 33.1 4.6 — A+t
Hannover Rueckversicherung — AG............ 26.5 3.6 04 A
Transatlantic Reinsurance Company ............ 23.1 32 — A+
Ace Property & Casualty Insurance ............ 22.3 31 — A+
Arch Reinsurance Company .................. 204 28 23.6 A
Partner Reinsurance Company US .. ........... 16.4 22 — A+

Sub-total ....... ... ... 357.0 49.1 98.3

AllOther . ... ..o i e 369.6 50.9 85.8

Total . ... $726.6 100.0% $184.1

For additional information on our retrocession agreements, please refer to Notes 9 and 10 to the consolidated
financial statements included in this Annual Report on Form 10-K.

Claims

Reinsurance claims are managed by our professional claims staff, whose responsibilities include the review of
initial loss reports, creation of claim files, determination of whether further investigation is required, establishment
and adjustment of case reserves, and payment of claims, Claims staff recognize that fair interpretation of our
reinsurance agreemenis and timely payment of covered claims is a valuable service to clients and enhances our
reputation. In addition to claims assessment, processing and payment, our claims staff conducts comprehensive
claims audits of both specific claims and overall claims procedures at the offices of selected ceding companies,
which we believe benefits all parties to the reinsurance arrangement. Claims audits are conducted in the ordinary
course of business. In certain instances, a claims audit may be performed prior to assuming reinsurance business.

A dedicated claims unit manages the claims related to asbestos-related illness and environmental impairment
liabilities, due to the significantly greater uncertainty involving these exposures. This unit performs audits of
cedants with significant asbestos and environmental exposure to assess our potential liabilities. This unit also
monitors developments within the insurance industry that may have a potential impact on our reserves.

For our medical malpractice business, written by the U.S. Insurance division, we employ a professional claims
staff to confirm coverage, investigate, and administer all other aspects of the adjusting process from the inception to
the final resolution of insurance claims. Insurance claims relating to our specialty insurance business conducted
through program administrators are generally handled by third party administrators, typically specialists in a
defined business, who have limited authority and are subject to continuous oversight and review by our internal
professional claims staff.

Reserves for Unpaid Losses and Loss Adjustment Expenses

We establish reserves to recognize liabilities for unpaid losses and loss adjustment expenses (“LAE"), which
are balance sheet liabilities representing estimates of future amounts needed to pay claims and related expenses with
respect to insured events that have occurred on or before the balance sheet date, including events which have not yet
been reported to us. Significant periods of time may elapse between the occurrence of an insured loss, the reporting
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of the loss by the insured to the ceding company, the reporting of the loss by the ceding company to the reinsurer, the
ceding company’s payment of that loss and subsequent payments to the ceding company by the reinsurer.

‘We rely on loss information received from ceding companies 1o establish our estimate of tosses and LAE. The
types of information we receive from ceding companies generally vary by the type of contract. Proportional
contracts are generally reported on at least a quarterly basis, providing premium and loss activity as estimated by the
ceding company. Our experienced accounting staff has the primary responsibility for managing the handling of
information received on these types of contracts. Our claims staff may also assist in the analysis, depending on the
size or type of individual loss reported on proportional contracts. Cedant reporting for facultative and treaty excess
of loss contracts includes detailed individual claim information, including the description of injury, confirmation of
cedant liability, and the cedant’s current estimate of Hability. Our experienced claims staff has the responsibility for
managing and analyzing the individual claim information. Based on the claims staff’s evaluation of the claim, we
may choose to establish additional case reserves over that reported by the ceding company. Due to potential
differences in ceding company reserving and reporting practices, our accounting, claims and internal audit
departments perform reviews on ceding carriers to ensure that their underwriting and claims procedures meet
our standards.

‘We also establish reserves to provide for incurred but not reported (“IBNR”) claims and the estimated expenses
of settling claims, including legal and other fees, and the general expenses of administering the claims adjustment
process, known as loss adjustment expenses. We periodically revise such reserves to adjust for changes in the
expected loss development pattern over time,

We rely on the underwriting and claim information provided by ceding companies for reinsurance business,
and the estimates advised by our claims adjusters for insurance business, to compile our analysis of losses and LAE.
This data is aggregated by geographic region and type of business to facilitate analysis. We calculate incurred but
not reported loss and LAE reserves using generally accepted actuarial reserving techniques to project the ultimate
liability for losses and LAE. IBNR includes a provision for losses incurred but not yet reported to us as well as
anticipated additional emergence on claims already reported by the ceding companies or claimants. The actuarial
techniques for projecting loss and LAE reserves rely on historical paid and case reserve loss emergence patterns and
insurance and reinsurance pricing and claim cost trends to establish the claims emergence of future periods with
respect to all reported and unreported insured events that have occurred on or before the balance sheet date.

Estimates of reserves for unpaid losses and LAE are contingent upon legislative, regulatory, social, economic
and legal events that may or may not occur in the future, thereby affecting assumptions of claims frequency and
severity. These events include losses arising from a variety of catastrophic events, such as hurricanes, windstorms
and floods. The eventual outcome of these events may be different from the assumptions underlying our reserve
estimates. In the event that loss trends diverge from expected trends, we adjust our reserves to reflect the actual
emergence which is known during the period. On a quarterly basis, we compare actual emergence in the quarter and
cumulatively since the implementation of the last reserve review to the expectation of reported loss for the period.
Variation in actual emergence from expectations may result in a change in loss and LAE reserve. Any adjustments
will be reflected in the periods in which they become known, potentially resulting in adverse or favorable effects to
our financial results. Changes in expected claim payment rates, which represent one component of loss and LAE
emergence, may also impact our liquidity and capital resources, as discussed in ltem 7 — “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.”

The reserving process is complex and the inherent uncertainties of estimating such reserves are significant, due
primarily to the longer-term nature of most reinsurance business, the diversity of development patterns among
different types of reinsurance treaties or facultative contracts, the necessary reliance on the ceding companies for
information regarding reported claims and differing reserving practices among ceding companies. As a result,
actual losses and LAE may deviate, perhaps substantially, from estimates of reserves reflected in our consolidated
financial statements. During the loss settlement period, which can be many years in duration, additional facts
regarding individual claims and trends usuvally become known. As these become apparent, it usually becomes
necessary to refine and adjust the reserves upward or downward, and even then, the ultimate net liability may be less
than or greater than the revised estimates.
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We have exposure to asbestos, environmental pollution and other latent injury damage claims on policies writlen
prior to the mid 1980s. [ncluded in our reserves are amounts related to asbestos-related illnesses and environmental
impairment, which, net of related reinsurance recoverables, totaled $256.9 million and $215.7 million as of
December 31, 2007 and 2006, respectively. The majority of our asbestos and environmental related liabilities arise
from contracts written by Clearwater before 1986 that were underwritten as standard general liability coverages where
the contracts contained terms which, for us and the industry overall, have been interpreted by the courts to provide
coverage for asbestos and environmental exposures not contemplated by the original pricing or reserving of the covers.
Qur estimate of our ultimate liability for these exposures includes case basis reserves and a provision for liabilities
incurred but not yet reported. Case basis reserves are a combination of reserves reported to us by ceding companies
and additional case res2rves determined by our dedicated asbestos and environmental claims unit. We rely on an
annual analysis of Corapany and industry loss emergence trends to estimate the loss and LAE reserve for this
exposure, including prcjections based on historical loss emergence and loss completion factors supplied from other
company and industry sources, with monitoring of emerging experience on a quarterly basis.

Estimation of ultimate asbestos and environmental liabilities is unusually complex due to several factors
resulting from the long period between exposure and manifestation of these claims. This lag can complicate the
identification of the sources of asbestos and environmental exposure, the verification of coverage and the allocation
of liability among insurers and reinsurers over multiple years. This lag also exposes the claim settlement process to
changes in underlying faws and judicial interpretations. There continues to be substantial uncertainty regarding the
ultimate number of insureds with injuries resulting from these exposures.

In addition, other issues have emerged regarding asbestos exposure that have further impacted the ability to
estimate ultimate liabilities for this exposure. These issues include an increasingly aggressive plaintiffs’ bar, an
increased involvement of defendants with peripheral exposure, the use of bankruptcy filings due to asbestos
liabilities as an attempt to resolve these liabilities to the disadvantage of insurers, the concentration of litigation in
venues favorable to plaintiffs, and the potential of asbestos litigation reform at the state or federal level.

We believe these uncertainties and factors make projections of these exposures, particularly asbestos, subject
to less predictability rzlative to non-asbestos and non-environmental exposures. See Note 8 to the consolidated
financial statements for additional historical information on loss and LAE reserves for these exposures.

In the event that loss trends diverge from expected trends, we may have to adjust our reserves for loss and LAE
accordingly. Any adjustments will be reflected in the periods in which they become known, potentially resulting in
adverse or favorable effects to our financial results. Management believes that the recorded estimates represent the
best estimate of unpaid losses and LAE based on the information available at December 31, 2007. Due to the
uncertainty involving estimates of ultimate loss and LAE, including asbestos and environmental exposures,
management does not attempt to produce a range around its best estimate of loss.

Historical Loss Reserve Trends

We have recognized significant increases to estimates for prior years’ recorded loss liabilities. Net income was
adversely impacted in the calendar years where reserve estimates relating to prior years were increased. It is not
possible to assure that adverse development on prior years' losses will not occur in the future. If adverse
development does occur in future years, it may have a material adverse impact on net income.

The “Ten Year Analysis of Consolidated Losses and Loss Adjustment Expense Reserve Development Table”
that follows presents the development of balance sheet loss and LAE reserves for calendar years 1997 through 2007.
The upper half of the table shows the cumulative amounts paid during successive years related to the opening
reserve, For example, with respect to the reserves for unpaid losses and LAE of $2,134 million as of December 31,
1997, by the end of 2007, $1,983 million had actually been paid in settlement of those reserves. In addition, as
reflected in the lower section of the table, the original reserve of $2,134 million was re-estimated to be
$2,584 million as of December 31, 2007. This change from the original estimate would normally result from a
combination of a number of factors, including losses being settled for different amounts than originally estimated.
The original estimates will also be increased or decreased, as more information becomes known about the
individual claims and overall claim frequency and severity patierns. The net deficiency or redundancy depicted in
the table, for any -particular calendar year, shows the aggregate change in estimates over the period of years
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subsequent to the calendar year reflected at the top of the respective columns. For example, the cumulative
deficiency of $450 million, which has been reflected in our consolidated financial statements as of December 31,
2007, related to December 31, 1997 for unpaid losses and LAE reserves of $2,134 million, represents the
cumuiative amount by which net reserves for 1997 have developed unfavorably from 1998 through 2007.

Each amount other than the original reserves in the table below includes the effects of all changes in amounts
for prior periods. For example, if a loss settled in 2000 for $150,000 was first reserved in 1997 at $100,000 and
remained unchanged until settlement, the $50,000 deficiency (actual loss minus original estimate) would be
included in the cumulative net deficiency in each of the years in the period 1997 through 1999 shown in the
foltowing table. Conditions and trends that have affected development of liability in the past may not necessarily
occur in the future. Accordingly, it may not be appropriate to extrapolate future development based on this table.

Ten Year Analysis of Consolidated L.osses and Loss Adjustment Expense Reserve Development Table
Presented Net of Reinsurance With Supplemental Gross Data

1997 1998 1999 2000 2001 2002 2003 004 2005 2006 2007
(In miltions)

Reserves for unpaid losses and

LAE ...... .. .. ... ... $2,134 $1988 5 1,831 $1.667 § 1.674 5 1,864 $2372 83,172 33911 $4.403 $4.475
Paid (cumulative) as of:

One yearlater ............ 546 594 609 596 616 602 632 914 787 LIt

Two years later. . . ......... 994 1055 1,042 1,010 985 999 1,213 1,298 1,614

Three years later. . .. ....... 1,342 1,353 1,333 1,276 1,296 1424 1456 1,835

Four years later ........... 1,518 1,546 1,506 1,553 1,602 1,563 1,898

Five years later, . . . ........ 1,649 1675 L7188 1,802 1,666 1,932

Six years later ., ... ....... 1,756 1,828 1,901 1,827 1,968

Seven years later. . .. ... .... 1,843 1941 1904 2,061

Eight years later , , ., ........ 1928 18% 2,102

Nine years later . .......... 1,861 2,045

Ten years later . ... ........ 1,983
Liability re-estimated as of:

One yearlater ..., ........ 2,113 2034 1846 1,650 1,760 1,993 2561 3345 4,051 4444

Two years later. . .. ........ 2,151 2,043 1,862 1,787 1,935 2,240 2,828 3,537 4,14

Three years later. . . ... ..... 2,131 2,044 1,951 2018 2,194 2,573 3050 3,736

Four years fater ... ........ 2,128 2,104 2,144 2280 2514 2,828 3,294

Five years later. . . ......... 2,169 2246 2,332 2581 2726 3,077

Six yearslater . ........... 2,237 2345 2,572 2750 2973

Seven years later, . .. ... .... 2,284 2475 2,702 2969

Eight years later . . . ........ 2% 2,571 2893

Nine years later . .. ........ 2443 2735

Tenyearslater . ........... 2,584

Cumulative

redundancy/(deficiency) . ... $ (450) § (747) $(1.062) $(1,302) $(1,299) $(1,213) § (922) § (564) § (233) § (41)

Gross liability —end of year . ... $2,894 $2,692 $2,570 $2566 §2,720 § 2,872 $3,400 $4,225 $5118 35,142 $5119
Reinsurance recoverables. . ... .. 760 704 739 899 1,046 1,008 1,028 1,053 1,207 739 644
Net liability — end of year. . . ... 2,134 1988 1,831 1667 1,674 1,864 2372 3172 3911 4403 4475
Gross re-estimated ligbility at

December 31, 2007. ... ..... 3,627 3,899 4,164 4367 4530 4,531 4551 4936 5403 5,188
Re-estimated recoverables at

December 31,2007. ... ..... 1,043 1,164 1271 1,398 1,557 1,454 1,257 1,200 1259 744
Net re-estimated liability at

December 31,2007......... 2,584 2,735 2,803 2969 2973 3,077 3,294 3,736 4,144 4,444
Gross cumulative deficiency . . . . . $ (733} $(1,207) $(1,594) $(1,801) $(1,810) ${1,659) $(1,151) $ (711) $ (283) $  (46)
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The cumulative deficiency in 2006 reserves for unpaid losses and LAE for the year ended December 31, 2007
is $41 million. Through December 31, 2007, the cumulative deficiencies in 2005, 2004 and 2003 reserves for unpaid
losses and LAE were $233 miltion, $564 million and $922 million, respectively. The cumulative deficiency in 2006
reserves for unpaid losses and LAE for the year ended December 31, 2007 principally resulted from increased
reserves for asbestos and environmental pollution liabilities associated with contracts generally written prior to
1986. These contracts contained terms that, for us and the industry overall, have been interpreted by the courts to
provide coverage for exposures that were not contemplated by the original pricing or reserving of the covers. The
cumulative deficiency in 2005, 2004 and 2003 reserves for unpaid losses and LAE for the year ended December 31,
2007 was principally atiributable to increased loss estimates for U.S. casualty business written in the late 1990s and
early 2000s. The U.S. casualty classes of business include general liability, professional liability and excess
workers’ compensation. In recent calendar years, we experienced loss emergence, resulting from a combination of
higher claim frequency and severity, that was greater than our expectations, which were previously established
based on a review of prior years’ loss trends for this business written in the late 1990s and early 2000s. General
liability and excess workers’ compensation classes of business during these years were adversely impacted by the
competitive conditions in the industry at that time. These competitive conditions resulted in pricing pressure and
relatively broader coverage terms, thereby affecting the ability of standard actuarial techniques to generate reliable
estimates of ultimate loss. Professional liability was impacted by the increase in frequency and severity of claims
relating to bankruptcies and other financial and management improprieties in the late 1990s and early 2000s.

We believe that the recorded estimates represent the best estimate of unpaid losses and LAE based on the
information available at December 31, 2007. In the event that loss trends diverge from expected trends, we may
have to adjust our reserves for losses and LAE accordingly. Any adjustments will be reflected in the periods in
which they become known, potentially resulting in adverse effects to our financial results.

The following table is derived from the “Ten Year Analysis of Consolidated Losses and Loss Adjustment
Expense Reserve Development Table” above. It summarizes the effect of re-estimating prior year loss reserves, net
of reinsurance, on pre-tax income for the latest ten calendar years through December 31, 2007. Each column
represents the calendar year development by each accident year. For example, in calendar year 2007, the impact of
re-estimates of prior year loss reserves reduced pre-tax income by $40.5 million.

Devetopment in Calendar Year
1998 1999 2000 2000 2002 2003 2004 2005 2006 2007

(In millions)
Accident Year Contributing to Loss Reserve

Development
1997 and Prior . .. ................. $21.4 5383 $194 $ 2.4 3419 $ (67.5) § (463} § (8B.2) § (71.5) $(140.8)
1998 . .. (74 (296) @0 (19.0) (740) (52,1} (41.8) (24.5) (24.0)
1999 .. (5.7y (15.0) (28.0) (51.0) (89.5) (110.8) (33.9) (26.1)
2000 ... (6.5 (9.0y (380) (746) (59.3) (39.8) (27.5)
2000 ... e 12.4 36.0 25 (19.0  (424) (29.4)
2002 .. 46.6 122 (13.8) (42.3) (1.7
2003 ... e 5718 66,7 324 5.2
004 L. ey 93.5 29.6 452
2005 .. e 525 1064
006 ... e e 5272
Total Calendar Year Effect on Pre-tax

Income Resulting, from Reserve Re-

esimation .. ......... .. ... ... $21.4 $(45.7) $(15.9) $(23.1) $(85.5) $(127.9) $(190.0} $(172.7) $(139.9) $ (40.5)

The significant increase in reserves on accident years 1997 and prior for calendar year 2007 related principally
to increased reserves for asbestos and environmental pollution liabilities.

The significant increase in reserves on accident years 1998 through 2002 for recent calendar years related
principally to casualty reinsurance written in the United States in the late 1990s and early 2000s. These years
experienced a proliferation of claims relating to bankruptcies and corporate improprieties. This resulted in an
increase in the frequency and severity of claims in professional liability lines. Additionally, general liability and
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excess workers’ compensation classes of business in this period reflected increasing competitive conditions. These
factors have impacted our ability to estimate losses and LAE for these exposures for recent calendar years.

Improvements in competitive conditions and economic environment beginning in 2001 have resuited in a
generally downward trend on re-estimated reserves for accident years 2003 through 2006. Initial loss estimates for
these more recent accident years did not fully anticipate the improvements in competitive and economic conditions
achieved since the early 2000s.

The following table summarizes our provision for unpaid losses and LAE for the years ended December 31,
2007, 2006 and 2005 (in millicns):

2007 2006 2005

Gross unpaid losses and LAE, beginning of year .. ........... $5,142.1  $5117.7 $4.2246
Less: ceded unpaid losses and LAE, beginning of year. . ....... 739.0 1,206.8 1,052.8
Net unpaid losses and LAE, beginning of year............... 4,403.1 3,9109 3,171.8
Add: Losses and LAE incurred related to:

Current year . . ... ...t e 1,367.9 1,344.3 1,888.9

Prioryears ... ... .. .. . . e 40.5 139.9 172.7
Total losses and LAE incurred. ... .......... .. ... .. ...... 1,408.4 1,484.2 2,061.6
Less: Paid losses and LLAE related to:

CUment Year .. .. ... e e 2514 251.3 380.7

Prioryears . ... ..ot e 1,111.1 787.3 913.7
Total paid losses and LAE. . .. ... ... ... ... .. ... ........ 1,362.5 1,038.6 1,294 .4
Effects of exchange rate changes . . .. ..................... 26.6 46.6 (28.1)
Net unpaid losses and LAE, end of year ................... 4.475.6 4,403.1 3,9109
Add: ceded unpaid losses and LAE, end of year. . . ........... 643.5 739.0 1,206.8
Gross unpaid losses and LAE, endof vear. .. ............... $5,119.1  $5,142.1  $5,117.7

The above amounts reflect tabular reserving for workers’ compensation indemnity reserves that are considered
fixed and determinable. We discount such reserves using an interest rate of 3.5% and standard mortality
assumptions. The amount of loss reserve discount as of December 31, 2007, 2006 and 2005 was $89.4 million,
$95.1 million and $90.3 million, respectively.
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Gross and net development for asbestos and environmental reserves for the last three calendar years are
provided in the following table (in millions):

2007 2006 2005

Asbestos

Gross unpaid losses and LAE, beginning of year . ... ... ... ... .. $308.7 $274.7 $242.2
Add: Gross losses and LAE incurred . . ....... ... . ool 86.0 62.4 54.2
Less: Gross calendar year paid lossesand LAE ... ... ... ... ..... 55.4 28.4 21.7
Gross unpaid losses and LAE, endof year . ... .................. $339.3  $308.7 $274.7
Net unpaid losses and LAE, beginning of year . .. ................ $189.0 $1193 & 827
Add: Net losses and LAE incurred. . . ... ... ... o i 63.0 27.1 41.2
Less: Net calendar year paid lossesand LAE. . .................. 29.6 (42.6) 4.6
Net unpaid losses and LAE,endof year .. ..................... $222.4 $189.0 §1193
Environmental

Gross unpaid losses and LAE, beginning of year ... .............. $359 $404 $ 299
Add: Gross losses and LAE incurred . . . ... ... . . oo 14.2 (0.6) 9.7
Less: Gross calendar year paid losses and LAE .................. 8.1 39 {0.8)
Gross unpaid losses and LAE, endof year . . .. ........ ... ... .. $ 420 $359 § 404
Net unpaid losses and LAE, beginning of year. .. ................ $267 $ 135 § 163
Add: Net losses and LAE incurred. . . ........ ... ... ... ...... 14.5 2.2) {0.9)
Less: Net calendar year paid lossesand LAE. .. ................. 6.7 (15.4) 1.9
Net unpaid losses and LAE, endof year ....................... $345 $267 §$135

Net losses and LAE incurred for asbestos claims increased $63.0 million, $27.1 million and $41.2 million for
the years ended December 31, 2007, 2006 and 2005, respectively. The increase in 2006 net losses and LAE incurred
included a $17.3 million benefit resulting from the amortization of the deferred gain related to the 1995 Stop Loss
Agreement and a loss of $3.8 million related to the commutation of this agreement in addition to a net reserve
increase of $40.6 million. Also as a result of this commutation, net reserves were increased by $49.9 million and net
paid losses were decreased by $63.4 million.

Net losses and LAE incurred for environmental claims increased $14.5 million for the year ended Decem-
ber 31, 2007 and decreased $2.2 million and $0.9 million for the years ended December 31, 2006 and 2005,
respectively. The decrease in 2006 net losses and LAE incurred included a net reserve decrease of $0.3 million, a
$3.1 million benefit resulting from the amortization of the deferred gain related to the 1995 Stop Loss Agreement
and aloss of $1.2 million related to the commutation of this agreement. As a result of this commutation, net reserves
were increased by $17.3 million and net paid tosses were decreased by $19.2 million.

Our survival ratio for asbestos and environmental-related liabilities as of December 31, 2007 is 11 years. Our
underlying survival ratio for asbestos-related liabilities is 11 years and for environmental-related Habilities is
17 years. The asbestos and environmental related liability survival ratio represents the asbestos and environmental
reserves, net of reinsurance, on December 31, 2007, divided by the average paid asbestos and environmental claims
for the last three years of $22.8 million, which is net of reinsurance (see “Item 7 — Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Reinsurance and Retrocessions™).

Investments

As of December 31, 2007, we held cash and investments totaling $7.8 billion, with a net unrealized gain of
$135.9 million, before taxes. Our overall strategy is to maximize the total return of the investment portfolio, while
prudently preserving invested capital and providing sufficient liquidity for the payment of claims and other policy
obligations.
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Our investment guidelines stress preservation of capital, market liquidity, diversification of risk and a long-
term, value-oriented strategy. We seek to invest in securities that we believe are selling below their intrinsic value, in
order to protect capital from loss and generate above-average total returns.

No attempt is made to forecast the economy, the future level of interest rates or the stock market. Equities are
selected on the basis of selling prices which are at a discount to their estimated intrinsic values. Downside protection
is obtained by seeking a margin of safety in terms of a sound financial position, Fixed income securities are selected
on the basis of yield spreads over Treasury bonds, subject to stringent credit analysis. Securities meeting these
criteria may not be readily available, in which case Treasury bonds are emphasized. Notwithstanding the foregoing,
our investments are subject to market risks and fluctuations, as well as to risks inherent in particular securities,

As part of our review and monitoring process, we regularly test the impact of a simultaneous substantial
reduction in common stock, preferred stock, and bond prices on our capital to ensure that capital adequacy will be
maintained at alt times,

The investment portfolio is structured to provide a high level of liquidity. The table below shows the aggregate
amounts of investments in fixed income securities, equity securities, cash and cash equivalents and other invested
assets comprising our portfolio of invested assets.

At December 31,
2007 2006
$ % of Total $ % of Total
{In millions)

Fixed income securities, available for sale, at fair

value. . ... $4.402.3 56.6% $3,501.6 49.6%
Fixed income securities, held as trading, at fair

value. . ... 243.2 3.1 — —
Redeemable preferred stock, at fair value. .. ... ... 1.2 — — —
Equity securities, at fair value ., . .. ... ......... 885.8 11.4 636.8 9.0
Equity securities, at equity. . .................. 157.4 2.0 245.4 35
Cash, cash equivalents and short-term investments . . 1,381.7 17.8 2,181.2 309
Other invested assets. . .. .................... 412.6 53 136.1 1.9
Cash and cash equivalents held as collateral. . . . . .. 295.2 3.8 365.0 5.1
Total cash and invested assets .. ............... $7.779.4 100.0%  $7,066.1 100.0%

As of December 31, 2007, 92.5% of our fixed income securities are rated “AAA.” as measured by Standard &
Poor’s, and an average yield to maturity, based on fair values, of 4.3% before investment expenses. As of
December 31, 2007 the duration of our fixed income securities was 6.6 years. Including short-term investments,
cash and cash equivalents, the duration was 5.1 years.

Market Sensitive Instruments.  Our investment portfolio includes investments that are subject to changes in
market values, such as changes in interest rates. The aggregate hypothetical loss generated from ap immediate
adverse parallel shift in the treasury yield curve of 100 or 200 basis points would cause a decrease in total return of
6.0% and 11.2%, respectively, which equates to a decrease in fair value of $278.0 million and $518.3 million,
respectively, on a fixed income portfolio valued at $4.6 billion as of December 31, 2007. The foregoing reflects the
use of an immediate time horizon, since this presents the worst-case scenario. Credit spreads are assumed to remain
constant in these hypothetical examples.
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The following table summarizes the fair value of our investments (other than common stocks at equity and
other invested assets) at the dates indicated:

At December 31,

Type of Investment 2007 2006
(In millions)
United States government, government agencies and authorities . . ... ... ... $3,057.6 32,5174
States, municipalities and political subdivisions .. ..................... 179.8 181.0
Foreign governments. . ... . .. . e 1,126.3 441.5
All Other COTPOTALE . . ... it e e e e et ean e 38.6 361.7
Total fixed income securities, available forsale ..................... 4,402.3 3,501.6
Fixed income securities, held fortrading . . .. ....... ... ... ... ...... 243.2 —
Redeemable preferred stock. . ... ... ... . o 1.2 —
Common stocks, at fair value . . .. ... . e e 885.8 636.8
Short-term investments, at fair value .. ...... ... .. . . i i 483.7 119.4
Cash and cash equivalents held as collateral . . . ... .................... 295.2 365.0
Cashand cashequivalents . . . ... .. .. ... .. . ... ... i, 898.0 2,061.8
Total. . . $7.209.4  $6,684.6

The following table summarizes the fair value by contractual maturities of our fixed income securities at the
dates indicated:

At December 31,
2007 " 2006

Available Held for Available Held for
for Sale Trading for Sale Trading

{En millions)

Duginlessthanoneyear ....................... $ 989 $ — § 433 b—
Due after one through five years . ... ... ... . ... 1,583.7 349 1,080.5 —
Due after five through tenyears . ................. 1,026.5 101.2 566.1 —_—
Due aftertenyears . ..... ... ... .. ... ....... 1,693.2 107.1 1,811.7 -

Total. . ... e 54,4023  $243.2 33,5016 $—

The contractual maturities reflected above may differ from the actual maturities due to the existence of call or
put features. As of December 31, 2007 and 2006, approximately 1% and 3%, respectively, of the fixed income
securities shown above had a call feature which, at the issuer’s option, allowed the issuer to repurchase the securities
on one or more dates prior to their maturity. As of each of the years ended December 31, 2007 and 2006, 4% of the
fixed income securities shown above had a put feature, which, if exercised at our option, would require the issuer to
repurchase the investments on one or more dates prior to their maturity. For the investments shown above, if the call
feature or put feature is exercised, the actual maturities will be shorter than the contractual maturities shown above.
In the case of securities that are subject to early call by the issuer, the actual maturities wilt be the same as the
contractual maturities shown above if the issuer does not exercise its call feature. In the case of securities containing
put features, the actual maturities will be the same as the contractual maturities shown above if the investor elects
not to exercise its put feature, but to hold the securities to their final maturity dates.

We have purchased credit default swaps, referenced to various issuers in the banking, mortgage and insurance
sectors of the financial services industry, that provide a hedge against adverse movements in the fair value of
investments and other corporate assets resulting from systemic financial and credit risk. These credit default swaps
are acquired by Fairfax and assigned 1o us to facilitate administration of counterparty credit risk and collateral.
Under a credit default swap, we agree to pay at specified periods fixed premium amounts based on an agreed
notional principal amount in exchange for the credit default protection on a specified asset. Credit default swaps are
recorded at fair value in other invested assets, with the related changes in fair value recognized as a realized gain or
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loss in the period in which they occur. The total cost of the credit default swaps was $34.2 million and $75.6 million
as of December 31, 2007 and 2006, respectively, and the fair value was $307.6 million and $13.5 million, as of
December 31, 2007 and 2006, respectively. The notional amount of the credit default swaps was $5.0 billion and
$3.5 billion as of December 31, 2007 and 2006, respectively. The credit default swaps had net realized gains of
$298.3 million and net realized losses of $22.6 million and $36.2 million for the years ended December 31, 2007,
2006 and 2005, respectively. We obtain market-derived fair values for our credit default swaps from third-party
providers, principally broker-dealers. We assess the reasonableness of the fair values obtained from these providers
by comparison to models validated by qualified personnel, by reference to movements in credit spreads and by
comparing the fair values to recent transaction prices for similar credit default swaps where available. The fair
values of credit default swaps are subject to significant volatility given potential differences in the perceived risk of
default of the underlying issuers, movements in credit spreads and the length of time to the contracts’ maturities.
The fair value of the credit default swaps may vary dramatically either up or down in short periods, and their
ultimate value may therefore only be known upon their disposition. As a result of the appreciation in the fair value of
the credit default swaps, counterparties to these transactions are required to place government securities as
collateral, pursuant to the swap agreements. The fair value of this collateral at December 31, 2007 was
$227.8 million. We do not have the right to sell or repledge this collateral, as it continues to be the property of
the counterparties.

Quality of Debt Securities in Portfolio. The following table summarizes.the composition of the fair value of
our fixed income securities portfolio at the dates indicated by rating as assigned by Standard & Poor’s or Moody’s

3.

Investors Service (“Moody’s™), using the higher of these ratings for any security where there is a split rating.

At December 31,

m ﬂ:}_ 2006
A A AR . . e e e e e e e 925% B85.6%
AASAR . . e e e e 35 39
BBB/BaaZ . .. . e e 0.1 —
BB Bal ... ... e e e e e 04 0.3
B B . e 0.2 04
CCCfCaaorlower, ornotrated .. ... it e e e it _ 33 98

Total . e 100.0% 100.0%

As of December 31, 2007, 3.9% of our fixed income securities were rated BB/Ba2 or lower, compared to
10.5% as of December 31, 2006. We sold certain non investment grade securities during 2007. In addition, during
2006, we increased our holdings in investment grade fixed income securities.

Ratings

The Company and its subsidiaries are assigned financial strength (insurance) and credit ratings from
internationally recognized rating agencies, which include A M, Best, Standard & Poor’s and Moody’s. Financial
strength ratings represent the opinions of the rating agencies of the financial strength of a company and its capacity
to meet the obligations of insurance and reinsurance contracts. The rating agencies consider many factors in
determining the financial strength rating of an insurance or reinsurance company, including the relative level of
statutory surplus necessary to support the business operations of the company.

These ratings are used by insurers, reinsurers and intermediaries as an important means of assessing the
financial strength and quality of reinsurers and insurers. The financial strength ratings of our principal operating
subsidiaries are: A.M. Best: “A” (Excellent), Standard & Poor’s: “A—"" (Strong), and Moody’s: “A3” (Good).

Our senior unsecured debt is currently rated “BBB-" by Standard & Poor’s, “Baa3” by Moody’s and “bbb” by
A.M. Best. Our Series A and Series B preferred shares are currently rated “BB” by Standard & Poor’s, “Ba2” by
Moody’s and “bb+" by A.M. Best.
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Marketing

We provide property and casualty reinsurance capacity in the United States market primarily through brokers,
and in international markets through brokers and directly to insurers and reinsurers. We focus our marketing on
potential clients and brokers that have the ability and expertise to provide the detailed and accurate underwriting
information we need to properly evaluate each piece of business. Further, we seek relationships with new clients that
will further diversify our existing book of business without sacrificing our underwriting discipline.

We believe that the willingness of a primary insurer or reinsurer to use a specific reinsurer is not based solely on
pricing. Other factors include the client’s perception of the reinsurer’s financial security, its claims-paying ability
ratings, its ability to design customized products to serve the client’s needs, the quality of its overall service, and its
commitment to provide the client with reinsurance capacity. We believe we have developed a reputation with our
clients for prompt response on underwriting submissions and timely claims payments, Additionally, we believe our
level of capital and surplus demonstrates our strong financial position and intent to continue providing reinsurance
capacity.

The reinsurance broker market consists of several significant national and international brokers and a number
of smaller specialized brokers. Brokers do not have the authority to bind us with respect to reinsurance agreements,
nor do we commit in advance to accept any portion of the business that brokers submit. Brokerage fees generally are
paid by reinsurers and are included as an underwriting expense in the consolidated financial statements. Our five
largest reinsurance brokers accounted for an aggregate of 64.3% of our reinsurance gross premiums written in 2007.

Direct distribution is an important channel for us in the overseas markets served by the Latin America unit of
the Americas division and the EuroAsia division. Direct placement of reinsurance enables us to access clients who
prefer to place their reinsurance directly with their reinsurers based upon the reinsurer’s in-depth understanding of
ithe ceding company’s needs.

Our primary insurance business generated through the U.S. Insurance division is written principally through
national and regional agencies and brokers, as well as through general agency relationships. Newline’s primary
market business is written through agency and direct distribution channels.

The following table shows our gross premiums written, by distribution source, for the year ended December 31,
2007 (in millions):

For the Year Ended
December 31, 2007

$ %

AN . e e $ 3418 15.0%
Guy Carpenter & COmpPany . .. ... ... ottt i i e 309.9 13.6
Willis Group . . .. .. e et 173.1 7.6
Benfield Group Limited . ... ... .. .. e 121.2 53
HRH Reinsurance Brokers LTD . . ... ... oot e et et e e 47.8 2.1
Other BroKers . . . .. e e e e 325.6 14.2

Total broKers . .. oot e e e e e e 1,319.4 57.8
DTECt . . L e e e e e e e 226.5 99

Total TRINSULANCE . . - v v oo e e e et e et et e e e e et e e e 1,545.9 677
U S InSUIANCE . . o oot e e e et ettt e e e 5323 23.3
Newline and NICL . . ... . i e e e e 204.5 9.0

Total . . e e $22827 100.0%

Competition

The worldwide property and casualty reinsurance business is highly competitive. Our competitors include
independent reinsurance companies, subsidiaries or affiliates of established worldwide insurance companies,
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reinsurance departments of certain primary insurance companies, and domestic and European underwriting
syndicates. Some of these competitors have longer operating histories, larger capital bases and greater underwrit-
ing, marketing, and administrative resources than OdysseyRe.

Globaliy, the competitive marketplace of the 1990s resulted in decreasing prices and broadening contract
terms. Poor financial results associated with those years, compounded by the September 11, 2001 terrorist attack,
resulted in changes in management and ownership of several reinsurers, with some competitors withdrawing from
key markets. Improving pricing trends, which became apparent in 2601 and continued through 2004 for nearly all
classes, began to moderate considerably for certain classes of business in 2005. Casualty lines, while still providing
adequate returns, began to see more challenging market conditions in 2005 and continued to remain under pressure
throughout 2006 and 2007. Casualty reinsurance business is experiencing softening market conditions as insurers
continue to increase retentions and competition intensifies. Property retentions also increased in the wake of
Hurricanes Katrina, Rita and Wilma, as catastrophe reinsurance rates rose meaningfully in 2006 and into 2007,
Since the second quarter of 2007, property rates have been declining.

In 2006, as previously mentioned, our U.S. property reinsurance book experienced significant rate increases
and improving terms and conditions. The 2005 storms caused a reevaluation of catastrophe risk pricing and
monitoring across the industry, driven by the rating agencies’ increased capital requirements. With early predictions
for an active Atlantic hurricane season, a supply/demand imbalance caused pricing to increase substantially and the
industry to welcome an influx of new capital in the first six months of 2006. Property business impacted by the 2005
storms experienced the most significant price increases, while regions and classes of business not affected by the
storms saw more moderate rate increases. The largest rate increases occurred in wind-exposed property business
located in the Southeast United States and the Gulf of Mexico, as well as offshore. The influx of new capital was
utilized in the peak catastrophe zones impacted most by the 2005 storms. As a result of the lack of storm activity in
2006, many market participants, both insurers and reinsurers, recorded record profits. Insurers continue to retain
more business as balance sheets strengthen and reinsurance pricing remains at adequate levels,

With the large profits earned in 2006 and 2007 and the resulting improvement in capital positions of industry
participants, in addition to the influx of new capital, we anticipate casualty, property and property catastrophe
reinsurance rates to continue to decline in 2008. We believe there are lines of business where current rates should
provide acceptable returns. The competitive landscape is still evolving and the depth and breadth of market changes
for the balance of 2008 remain uncertain.

United States insurance companies that are licensed to underwrite insurance are also licensed to underwrite
reinsurance, making the commercial access into the reinsurance business relatively uncomplicated. In addition,
Bermuda reinsurers that initially specialized in catastrophe reinsurance are now broadening their product offerings.
The potential for securitization of reinsurance and insurance risks through capital markets provides an additional
source of potential competition.

In our primary insurance business, we face competition from independent insurance companies, subsidiaries
or affiliates of major worldwide companies and others, some of which have greater financial and other resources
than we do. Primary insurers compete on the basis of various factors including distribution channels, product, price,
service, financial strength and reputation. Throughout 2007, the specialty insurance marketplace continued to grow
more competitive as more participants looked to either enter the market or increase their existing presence. We
expect the compeltitiveness to continue throughout 2008 as results continue to be strong, balance sheets strengthen,
and participants compete aggressively for business. We continue to see a positive flow of business in those states and
business lines that we have chosen to target.

We also face competition from Lloyd’s syndicates, larger multi-national insurance groups, and alternative risk
management programs. Pricing is a primary means of competition in the specialty insurance and reinsurance
business. We are committed to maintaining our underwriting standards and as a result, our premium volume wiil
vary based on existing market conditions.
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Employees

As of December 31, 2007, we had 635 employees. We believe our relationship with our employees is
satisfactory.

Regulatory Matters

We are subject to regulation under the insurance statutes, including insurance holding company statutes, of
various jurisdictions, including Connecticut, the domiciliary state of Odyssey America; Delaware, the domiciliary
state of Clearwater, Hudson and Clearwater Select; New York, the domiciliary state of Hudson Specialty; and the
United Kingdom, the domiciliary jurisdiction of Newline. Newline is also subject to regulation by the Council of
Lloyd’s. In addition, we are subject to regulation by the insurance regulators of other states and foreign jurisdictions
in which we or our operating subsidiaries do business.

Regulation of Insurers and Reinsurers
General

The terms and conditions of reinsurance agreements with respect to rates or policy terms generally are not
subject to regulation by any governmental authority. This contrasts with primary insurance policies and agreements
issued by primary insurers such as Hudson, the rates and policy terms of which are generally regulated closely by
state insurance departroents. As a practical matter, however, the rates charged by primary insurers influence the
rates that can be charged by reinsurers.

Our reinsurance operations are subject primarily to regulation and supervision that relates to licensing
requirements of reinsurers, the standards of solvency that reinsurers must meet and maintain, the nature of and
limitations on investments, restrictions on the size of risks that may be reinsured, the amount of security deposits
necessary to secure the faithfitl performance of a reinsurer’s insurance obligations, methods of accounting, periodic
examinations of the financial condition and affairs of reinsurers, the form and content of any financial statements
that reinsurers must file with state insurance regulators and the level of minimal reserves necessary to cover
unearned premiums, losses and other purposes. In general, these regulations are designed to protect ceding insurers
and, ultimately, their policyholders, rather than shareholders. We believe that we and our subsidiaries are in material
compliance with all applicable laws and regulations pertaining to our business and operations,

Insurance Holding Company Regulation

State insurance holding company statutes provide a regulatory apparatus which is designed to protect the
financial condition of domestic insurers operating within a holding company system. All holding company statutes
require disclosure and, in some instances, prior approval of, significant transactions between the domestic insurer
and an affiliate. Such transactions typically include service arrangements, sales, purchases, exchanges, loans and
extensions of credit, reinsurance agreements, and investments between an insurance company and its affiliates, in
some cases involving certain aggregate percentages of a company’s admitted assets or policyholders’ surplus, or
dividends that exceed certain percentages. State regulators also require prior notice or regulatory approval of any
acquisition of control of an insurer or its holding company.

Uinder the Connecticut, Delaware and New York Insurance laws and regulations, no person, corporation or
other entity may acquire control of us or our operating subsidiaries unless such person, corporation or entity has
obtained the prior approval of the Connecticut, Delaware and/or New York insurance commissioner or commis-
sioners, as the case may be, for the acquisition. For the purposes of the Connecticut, Delaware and New York
Insurance laws, any person acquiring, directly or indirectly, 10% or more of the voting securities of an insurance
company is presumed to have acquired “control” of that company. To obtain the approval of any acquisition of
control, any prospective acquirer must file an application with the relevant insurance commissioner. This appli-
cation requires the acquirer to disclose its background, financial condition, the financial condition of its affiliates,
the source and amount of funds by which it will effect the acquisition, the criteria used in determining the nature and
amount of consideration to be paid for the acquisition, proposed changes in the management and operations of the
insurance company and any other related matters.
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The United Kingdom Financial Services Authority also requires an insurance company or reinsurance
company that carries on business through a permanent establishment in the United Kingdom, but which is
incorporated outside the United Kingdom, to notify it of any person becoming or ceasing to be a controller or of a
controller becoming or ceasing to be a parent undertaking. Any company or individual that holds 10% or more of the
shares in the insurance company or reinsurance company or its parent undertaking, or is able to exercise significant
influence over the management of the insurance company or reinsurance company or its parent undertaking through
such shareholding, or is entitled to exercise or control the exercise of 10% or more of the voting power at any general
meeting of the insurance company or reinsurance company or of its parent undertaking, or is able to exercise
significant influence over the management of the insurance company or reinsurance company or its parent
undertaking as a result of its voting power is a “controlier.” A purchaser of 10% or more of our outstanding common
shares will be a “controller” of Odyssey America, which is authorized to carry on reinsurance business in the United
Kingdom through the London branch. Other than our subsidiaries in the London Market division, none of our other
insurance or reinsurance subsidiaries is authorized to carry on business in the United Kingdom.

Under the byelaws made by Lloyd’s pursuant to the Lloyd’s Act of 1982, the prior written approval of the
Franchise Board established by the Council of Lloyd’s is required of anyone proposing to become a “controller” of
any Lloyd’s Managing Agent. Any company or individual that holds 10% or more of the shares in the managing
agent company or its parent undertaking, or is able to exercise significant influence over the management of the
managing agent or its parent undertaking through such shareholding, or is entitled to exercise or control the exercise
of 10% or more of the voting power at any general meeting of the Lloyd’s Managing Agent or its parent undertaking,
or exercise significant influence over its management or that of its parent undertaking as a result of voting power is a
“controller.”” A purchaser of more than 10% of our outstanding common shares will be a “controller” of the
United Kingdom Lloyd’s Managing Agent subsidiary, Newline Underwriting Management Limited.

The requirements under the Connecticut, Delaware and New York insurance laws and the United Kingdom
Financial Services Authority’s rules (and other applicable states and foreign jurisdictions), and the rules of the
Council of Lloyd’s, may deter, delay or prevent certain transactions affecting the control or ownership of our
common shares, including transactions that could be advantageous to our shareholders.

Dividends

Because our operations are conducted primarily at the subsidiary level, we are dependent upon dividends from
our subsidiaries to meet our debt and other obligations and to declare and pay dividends on our common shares in
the future should our Board of Directors decide to do so. The payment of dividends to us by our operating
subsidiaries is subject to limitations imposed by law in Connecticut, Delaware, New York and the United Kingdom.

Under the Connecticut and Delaware Insurance Codes, before a Connecticut or Delaware domiciled insurer, as
the case may be, may pay any dividend it must have given notice within five days following the declaration thereof
and 10 days prior to the payment thereof to the Connecticut or Delaware Insurance Commissioners, as the case may
be. During this 10-day period, the Connecticut or Delaware Insurance Commissioner, as the case may be, may, by
order, limit or disallow the payment of ordinary dividends if he or she finds the insurer to be presently or potentially
in financial distress. Under Connecticut and Delaware Insurance Regulations, the Insurance Commissioner may
issue an order suspending or limiting the declaration or payment of dividends by an insurer if he or she determines
that the continued operation of the insurer may be hazardous to its policyholders. A Connecticut domiciled insurer
may only pay dividends out of “‘earned surplus,” defined as the insurer’s “unassigned funds surplus” reduced by
25% of unrealized appreciation in value or revaluation of assets or unrealized profits on investments, as defined in
such insurer’s annual statutory financial statement. A Delaware domiciled insurer may only pay cash dividends
from the portion of its available and accumulated surplus funds derived from realized net operating profits and
realized investment gains. Additionally, a Connecticut or Delaware domiciled insurer may not pay any “extraor-
dinary” dividend or distribution until (i) 30 days after the insurance commissioner has received notice of a
declaration of the dividend or distribution and has not within that period disapproved the payment or (ii) the
insurance commissioner has approved the payment within the 30-day pericd. Under the Connecticut insurance
laws, an “extraordinary” dividend of a property and casualty insurer is a dividend, the amount of which, together
with all other dividends and distributions made in the preceding 12 months, exceeds the greater of (i) 10% of the
insurer’s surplus with respect to policyholders as of the end of the prior calendar year or (ii) the insurer’s net income

30




for the prior calendar year (not including pro rata distributions of any class of the insurer’s own securities). The
Connecticut Insurance Department has stated that the preceding 12-month period ends the month prior to the month
in which the insurer seeks to pay the dividend. Under the Delaware insurance laws, an “extraordinary” dividend of a
property and casualty insurer is a dividend, the amount of which, together with all other dividends and distributions
made in the preceding 12 months, exceeds the greater of (i) 10% of an insurer’s surplus with respect to
policyholders, as of the end of the prior calendar year or (ii) the insurer’s statutory net income, not including
realized investment gains, for the prior calendar year. Under these definitions, the maximum amount that will be
available for the payment of dividends by Odyssey America for the vear ending December 31, 2008 without
requiring prior approval of regulatory authoerities is $292.3 million.

New York law provides that an insurer domiciled in New York must obtain the prior approval of the state
insurance commissioner for the declaration or payment of any dividend that, together with dividends declared or
paid in the preceding 12 months, exceeds the lesser of (i) 10% of policyholders’ surplus, as shown by its last
statement on file with the New York Insurance Department and (ii) adjusted net investment income (which does not
include realized gains or losses) for the preceding 12-month period. Adjusted net investment income includes a
carryforward of undistributed net investment income for two years. Such declaration or payment is further limited
by earned surplus, as determined in accordance with statutory accounting practices prescribed or permiited in New
York. Under New York law, an insurer domiciled in New York may not pay dividends to shareholders except out of
“earned surplus,” which in this case is defined as “the portion of the surplus that represents the net earnings, gains or
profits, after the deduction of all losses, that have not been distributed to the shareholders as dividends or transferred
to stated capital or capital surplus or applied to other purposes permitted by taw but does not include unrealized
appreciation of assets.”

United Kingdom law prohibits any United Kingdom company, including Newline, from declaring a dividend
to its shareholders unless such company has “profits available for distribution,” which, in summary, are accumu-
lated realized profits less accumulated realized losses. The determination of whether a company has profits
available for distribution must be made by reference to accounts that comply with the requirements of the
Companies Act 1985 or, from April 6, 2008, the Companies Act 2006, While there are no statutory restrictions
imposed by the United Kingdom insurance regulatory laws upon an insurer’s ability to declare dividends, insurance
regulators in the United Kingdom strictly control the maintenance of each insurance company’s solvency margin
within their jurisdiction and may restrict an insurer from declaring a dividend beyond a level that the regulators
determine would adversely affect an insurer’s solvency requirements, It is common practice in the United Kingdom
to notify regulators in advance of any significant dividend payment.

Credit for Reinsurance and Licensing

A primary insurer ordinarily will enter into a reinsurance agreement only if it can obtain credit for the
reinsurance ceded on its statutory financial statements. In general, credit for reinsurance is allowed in the following
circumstances: (1) if the reinsurer is licensed in the state in which the primary insurer is domiciled or, in some
instances, in certain states in which the primary insurer is licensed; (2) if the reinsurer is an “accredited” or
otherwise approved reinsurer in the state in which the primary insurer is domiciled or, in some instances, in certain
states in which the primary insurer is licensed; (3) in some instances, if the reinsurer (a) is domiciled in a state that is
deemed to have substantially similar credit for reinsurance standards as the state in which the primary insurer is
domiciled and (b} meets certain financial requirements; or (4) if none of the above apply, to the extent that the
reinsurance obligations of the reinsurer are collateralized appropriately, typically through the posting of a letter of
credit for the benefit of the primary insurer or the deposit of assets into a trust fund established for the benefit of the
primary insurer. Therefore, as a result of the requirements relating to the provision of credit for reinsurance, we are
indirectly subject to certain regulatory requirements imposed by jurisdictions in which ceding companies are
licensed.

Investment Limitations

State insurance laws contain rules governing the types and amounts of investments that are permissible for
domiciled insurers. These rules are designed to ensure the safety and liquidity of an insurer’s investment porifolio.
Investments in excess of statutory guidelines do not constitute “admitted assets” (i.e., assets permitted by insurance
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laws to be included in a domestic insurer’s statutory financial statements) unless special approval is obtained from
the regulatory authority. Non-admitted assets are not considered for the purposes of various financial ratios and
tests, including those governing solvency and the ability to write premiums, An insurer may hold an investment
authorized under more than one provision of the insurance laws under the provision of its choice (except as
otherwise expressly provided by law).

Ligquidation of Insurers

The liquidation of insurance companies, including reinsurers, is generally conducted pursuant to state
insurance law. In the event of the liquidation of one of our operating insurance subsidiaries, liquidation proceedings
would be conducted by the insurance regulator of the state in which the subsidiary is domiciled, as the domestic
receiver of its properties, assets and business. Liquidators located in other states (known as ancillary liquidators) in
which we conduct business may have jurisdiction over assets or properties located in such states under certain
circumstances. Under Connecticut, Delaware and New York law, all creditors of our operating insurance subsid-
iaries, including but not limited to reinsureds under their reinsurance agreements, would be entitled to payment of
their allowed claims in full from the assets of the operating subsidiaries before we, as a shareholder of our operating
subsidiaries, would be entitled to receive any distribution.

Some states have adopted and others are considering legislative proposals that would authorize the estab-
lishment of an interstate compact concerning various aspects of insurer insolvency proceedings, including interstate
governance of receiverships and guaranty funds.

The National Association of Insurance Commissioners (“NAIC”} and Accreditation

The NAIC is an organization that assists state insurance supervisory officials in achieving insurance regulatory
objectives, including the maintenance and improvement of state regulation. From time to time various regulatory
and legislative changes have been proposed in the insurance industry, some of which could have an effect on
reinsurers. The NAIC has instituted its Financial Regulation Standards and Accreditation Program (“FRSAP”) in
response to federal initiatives to regulate the business of insurance. FRSAP provides a set of standards designed to
establish effective state regulation of the financial condition of insurance companies. Under FRSAP, a state must
adopt certain laws and regulations, institute required regulatory practices and procedures, and have adequate
personnel to enforce such items in order to become an “accredited” state. If a state is not accredited, accredited
states are not able to accept certain financial examination reports of insurers prepared solely by the regulatory
agency in such unaccredited state. Connecticut and Delaware are accredited under FRSAP. New York, Hudson
Specialty’s state of domicile, is not accredited under FRSAP. There can be no assurance that, should New York
remain unaccredited, other states that are accredited will continue to accept financial examination reports prepared
solely by New York. We do not believe that the refusal by an accredited state to accept financial examination reports
prepared by New York, should that occur, would have a material adverse impact on our insurance businesses.

Risk-Based Capital Requirements

In order to enhance the regulation of insurer solvency, the NAIC has adopted a formula and model law to
implement risk-based capital requirements for property and casualty insurance companies. Connecticut, Delaware
and New York have each adopted risk-based capital legislation for property and casualty insurance and reinsurance
companies that is similar to the NAIC risk-based capital requirement. These risk-based capital requirements are
designed to assess capital adequacy and to raise the level of protection that statutory surplus provides for
policyholder obligations. The risk-based capital mode! for property and casualty insurance companies measures
three major areas of risk facing property and casualty insurers: (1) underwriting, which encompasses the risk of
adverse loss development and inadequate pricing; (2) declines in asset values arising from credit risk; and
(3) declines in asset values arising from investment risks, Insurers having less statutory surplus than required by the
risk-based capital calculation will be subject (o varying degrees of company or regulatory action, depending on the
level of capital inadequacy. The surplus levels (as calculated for statutory annual statement purposes) of our
operating insurance companies are above the risk-based capital thresholds that would require either company or
regulatory action.
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Codification of Statutory Accounting Principles

In 2001, the NAIC adopted the Codification of Statutory Accounting Principles (“Codification”) which is
intended to standardize regulatory accounting and reporting for the insurance industry, The Codification provides
guidance for areas where statutory accounting has been silent and changes current statutory accounting in some
areas. However, statutory accounting principles will continue to be established by individual state laws and
permitted practices. The states of Connecticut and Delaware have adopted the Codification. New York has adopted
the Codification, with certain modifications to reflect provisions required by New York law or policy.

Guaranty Funds and Shared Markets

Our operating subsidiaries that write primary insurance are required to be members of guaranty associations in
each state in which they write business. These associations are organized to pay covered claims (as defined and
limited by various guaranty association statutes) under insurance policies issued by primary insurance companies
that have become insolvent. These state guaranty funds make assessments against member insurers to obtain the
funds necessary to pay association covered claims. New York has a pre-assessment guaranty fund, which makes
assessments prior to the occurrence of an insolvency, in contrast with other states, which make assessments after an
insolvency takes place. In addition, primary insurers are required to participate in mandatory property and casualty
shared market mechanisms or pooling arrangements that provide various coverages to individuals or other entities
that are otherwise unable to purchase such coverage in the commercial insurance marketplace. Our operating
subsidiaries” participation in such shared markets or pooling mechanisms is generally proportionate to the amount
of direct premiums written in respect of primary insurance for the type of coverage written by the applicable pooling
mechanism.

Legislative and Regulatory Proposals

From time to time various regulatory and legislative changes have been proposed in the insurance and
reinsurance industry that could have an effect on reinsurers. Among the proposals that in the past have been or are at
present being considered is the possible introduction of federal regulation in addition to, or in lieu of, the current
system of state regulation of insurers. In addition, there are a variety of proposals being considered by various state
legislatures. We are unable to predict whether any of these laws and regulations will be adopted, the form in which
any such laws and regulations would be adopted, or the effect, if any, these developments would have on our
operations and financial condition.

Government intervention in the insurance and reinsurance markets, both in the U.S. and worldwide, continues
1o evolve, Federal and state legislators and regulators have considered numerous statutory and regulatory initiatives.
While we cannot predict the exact nature, timing, or scope of other such proposals, if adopted they could adversely
affect our business by:

» providing government supported insurance and reinsurance capacity in markets and to consumers that we
target;

* requiring our participation in pools and guaranty associations;
» regulating the terms of insurance and reinsurance policies; or

« disproportionately benefiting the companies of one country or jurisdiction over those of another.

Terrorism Risk Insurance Act of 2002

The Terrorism Risk Insurance Act of 2002 (“TRIA”) established a program under which the U.S. federal
government will share with the insurance industry the risk of loss from certain acts of international terrorism. With
the enactment on December 22, 2005 of the Terrorism Risk Insurance Extension Act of 2005, TRIA was modified
and extended through December 31, 2007. On December 26, 2007, TRIA was further modified and extended
through 2014. Notably, “act of terrorism” was redefined to eliminate the distinction between foreign and domestic
terrorism. The TRIA program is applicable to most commercial property and casualty lines of business (with the
notable exception of reinsurance), and participation by insurers writing such lines is mandatory. Under TRIA, all
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applicable terrorism exclusions contained in policies in force on November 26, 2002 were voided. For policies in
force on or after November 26, 2002, insurers are required to make available coverage for losses arising from acts of
terrorism as defined by TRIA on terms and in amounts which may not differ materially from other policy coverages.

Under TRIA, the federal government will reimburse insurers for a percentage of covered losses above a
defined insurer deductible. The deductible for each participating insurer is based on a percentage of the combined
direct earned premiums in the preceding calendar year of the insurer, defined to include its subsidiaries and
affiliates. In 2007, the deductible is equal to 20% of the insurer’s combined direct earned premiums for 2006.
Further, the 2005 amendments 10 TRIA established a per event trigger for federal participation in aggregate insured
losses of $100 million for losses occurring in 2007 and subsequent years. Under certain circumstances, the federal
government may require insurers to levy premium surcharges on policyholders to recoup for the federal government
its reimbursements paid.

While the provisions of TRIA and the purchase of certain terrorism reinsurance coverage mitigate our
exposure in the event of a large-scale terrorist attack, our effective deductible is significant. Further, our exposure to
losses from terrorist acts is not limited to TRIA events since some state insurance regulators do not permit terrorism
exclusions for various coverages or causes of loss. Accordingly, we continue to monitor carefully our concen-
trations of risk.

Primary insurance companies providing commercial property and casualty insurance in the U.S., such as
Hudson and Hudson Specialty, are required 1o participate in the TRIA program. TRIA generally does not purport to
govern the obligations of reinsurers, such as Odyssey America.

Our Website

Our internet address is www.odysseyre.com. The information on our website is not incorporated by reference
into this Annual Report on Form 10-K. Our annual reports on Form 10-K, quarterty reports on Form 10-Q, current
reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Sections 13(a) or 15(d) of the
Exchange Act, are accessible free of charge through our website as soon as reasonably practicable after they have
been electronically filed with or furnished to the Securities and Exchange Commission. Gur Code of Business
Conduct, Code of Ethics for Senior Financial Officers, Corporate Governance Guidelines and the charters for our
Audit, Compensation and Transaction Review Committees are also available on our website. In addition, you may
obtain, free of charge, copies of any of the above reports or documents upon request to the Secretary of the
Company.

Our annual, quarterly and current reports are accessible to view or copy at the SEC’s Public Reference room at
100 F Street, NE, Washington, DC 20549, by calling 1-800-SEC-0330, or on the SEC’s website at www.sec.gov.

Item 1A. Risk Factors

Factors that could cause our actual results to differ materially from those described in the forward-looking
statements contained in this Annual Report on Form 10-K and other documents we file with the Securities and
Exchange Commission include the risks described below. You should also refer to the other information in this
Annual Report on Form 10-K, including the consolidated financial statements and accompanying notes thereto.

Risks Relating to Our Business

Our actual claims may exceed our claim reserves, causing us to incur losses we did not anticipate.

Qur success is dependent upon our ability to assess accurately the risks associated with the businesses that we
reinsure or insure. If we fail to accurately assess the risks we assume, we may fail to establish appropriate premium
rates and our reserves may be inadequate to cover our losses, which could have a material adverse effect on our
financial condition or reduce our net income.

As of December 31, 2007, we had net unpaid losses and loss adjustment expenses of $4,475.6 million. We
incurred losses and loss adjustment expenses related to prior years of $40.5 million, $139.9 million and
$172.7 million for the years ended December 31, 2007, 2006 and 2003, respectively.
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Reinsurance and insurance claim reserves represent estimates, involving actuarial and statistical projections at
a given point in time, of our expectations of the ultimate settlement and administration costs of claims incusred. The
process of establishing loss reserves is complex and imprecise because it is subject to variables that are influenced
by significant judgmental factors. We utilize both proprietary and commercially available actuarial models as well
as our historical and industry loss development patterns to assist in the establishment of appropriate claim reserves.
In contrast to casualty losses, which frequently can be determined only through lengthy and unpredictable litigation,
non-casualty property losses tend to be reported promptly and usually are settled within a shorter period of time.
Nevertheless, for both casualty and property losses, actual claims and claim expenses paid may deviate, perhaps
substantially, from the reserve estimates reflected in our consolidated financial statements.

In addition, because we, like other reinsurers, do not separately evaluate each of the individual risks assumed
under our reinsurance treaties, we are largely dependent on the original underwriting decisions made by ceding
companies. We are subject to the risk that the ceding companies may not have adequately evaluated the risks to be
reinsured and that the premiums ceded may not adequately compensate us for the risks we assume. If our claim
reserves are determined to be inadequate, we will be required to increase claim reserves with a corresponding
reduction in our net income in the period in which the deficiency is recognized. It is possible that claims in respect of
events that have occurred could exceed our claim reserves and have a material adverse effect on our results of
operations in a particular period or our financial condition,

Even though most insurance contracts have policy limits, the nature of property and casualty insurance and
reinsurance is that losses can exceed policy limits for a variety of reasons and could significantly exceed the
premiums received on the underlying policies.

Unpredictable natural and man-made catastrophic events could cause unanticipated losses and reduce our
net income.

Catastrophes can be caused by various events, including natural events such as hurricanes, windstorms,
carthquakes, hailstorms, severe winter weather and fires, and unnatural events such as acts of war, terrorist attacks,
explosions and riots. The incidence and severity of catastrophes are inherently unpredictable. The extent of losses
from a catastrophe is a function of both the total amount of insured exposure in the area affected by the event and the
severity of the event. Most catastrophes are restricted to small geographic areas; however, hurricanes, windstorms
and earthquakes may produce significant damage in large, heavily populated areas. Most of our past catastrophe-
related claims have resulted from severe storms. Catastrophes can cause losses in a variety of property and casualty
lines for which we provide insurance or reinsurance.

Insurance companies are not permitted to reserve for a catastrophe unless it has occurred. It is therefore
possible that a catastrophic event or multiple catastrophic events could have a material adverse effect upon our
results of operations and financial condition. It is possible that our models have not adequately captured some
catastrophe risks or other risks. We believe it is impossible to completely eliminate our exposure to unforeseen or
unpredictable events.

If we are unable to maintain a favorable financial strength rating, certain existing business may be subject
to termination, and it may be more difficult for us to write new business.

Rating agencies assess and rate the claims-paying ability of reinsurers and insurers based upon criteria
established by the rating agencies. Periodically the rating agencies evaluate us to confirm that we continue to meet
the criteria of the ratings previously assigned to us. The claims-paying ability ratings assigned by rating agencies to
reinsurance or insurance companies represent independent opinions of financial strength and ability to meet
policyholder obligations, and are not directed toward the protection of investors. Ratings by rating agencies are not
ratings of securities or recommendations to buy, hold or sell any security, In the event our companies were to be
downgraded by any or all of the rating agencies, some of our business would be subject to provisions which could
cause, among other things, early termination of contracts, or a requirement to post coltateral at the direction of our
counterparty. We cannot precisely estimate the amount of premium that would be at risk to such a development, or
the amount of additional collatera! that might be required to maintain existing business, as these amounts would
depend on the particular facts and circumstances at the time, including the degree of the downgrade, the time
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elapsed on the impacted in-force policies, and the effects of any related catastrophic event on the industry generally.
We cannot assure you that our premiums would not decline, or that our profitability would not be affected, perhaps
materially, following a ratings downgrade.

Our principal operating subsidiaries maintain a rating of “A” (Excellent) from A .M. Best, an “A-" (Strong)
counterparty credit and financial strength rating from Standard & Poor’s and an “A3"” (Good) financial strength
rating from Moody’s. Financial strength ratings are used by insurers and reinsurance and insurance intermediaries
as an impertant means of assessing the financial strength and quality of reinsurers. See “Part I, Item | — Business-
Ratings” for further detail regarding our and our subsidiaries’ ratings.

The ratings by these agencies of our principal operating subsidiaries may be based on a variety of factors, many
of which are outside of our control, including, but not limited to, the financial condition of Fairfax and its other
subsidiaries and affiliates, the financial condition or actions of parties from which we have obtained reinsurance,
and factors relating to the sectors in which we or they conduct business, and the statutory surplus of our operating
subsidiaries, which is adversely affected by underwriting losses and dividends paid by them to us. A downgrade of
any of the debt or other ratings of Fairfax, or of any of Fairfax’s other subsidiaries or affiliates, or a deterioration in
the financial markets’ view of any of these entities, could have a negative impact on our ratings.

If we are unable to realize our investment objectives, our business, financial condition or results of
operations may be adversely affected.

Investment returns are an important part of our overall profitability, and our operating results depend in part on
the performance of our investment portfolio. Accordingly, fluctuations in the fixed income or equity markets could
impair our profitability, financial condition or cash flows. We derive our investment income from interest and
dividends, together with realized gains or losses primarily arising from the sale of investments and the
mark-to-market on derivative securities. The portion derived from realized gains generally fluctuates from year
to year. For the years ended December 31, 2007, 2006 and 2005, net realized gains accounted for 62.1%, 28.0% and
21.4%, respectively, of our total investment income (including realized gains and losses). Realized gains are
typically a less predictable source of income than interest and dividends, particularly in the short term. We from
time to time invest in derivative securities, which may be subject to significant mark-to-market accounting
adjustments from period to period. These securities may subject our income statement and balance sheet to
significant volatility.

The return on our portfolio and the risks associated with our investments are also affected by our asset mix,
which can change materiaily depending on market conditions. Investments in cash or short-term investments
generally produce a lower return than other investments. As of December 31, 2007, 17.8%, or $1.4 billion, of our
invested assets were held in cash, cash equivalents and short-term investments pending our identifying suitable
opportunities for reinvestment in line with our long-term value-criented investment philosophy,

The volatility of our claims submissions may force us to liquidate securities, which may cause us to incur
realized investment losses. If we structure our investments improperly relative to our liabilities, we may be forced to
liquidate investments prior to maturity at a significant loss to cover such liabilities. Realized and unrealized
investment losses resulting from an other-than-temporary decline in value could significantly decrease our assets,
thereby affecting our ability to conduct business.

The ability to achieve our investment objectives is affected by general economic conditions that are beyond our
control. General economic conditions can adversely affect the markets for interest-rate-sensitive securities,
including the extent and timing of investor participation in such markets, the level and volatility of interest rates
and, consequently, the value of fixed income securities. Interest rates are highly sensitive to many factors, including
governmental monetary policies, domestic and international economic and political conditions and other factors
beyond our control. General economic conditions, stock market conditions and many other factors can also
adversely affect the equities markets and, consequently, the value of the equity securities we own. In addition,
defaults by issuers and counterparties who fail to pay or perform on their obligations could reduce our investment
income and realized investment gains, or result in investment losses. We may not be able to realize our investment
objectives, which could reduce our net income significantly and adversely affect our business, financial condition or
results of operations.
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Investigations by U.S. government authorities may adversely affect us.
g 'y Yy

On September 7, 2005, we announced that we had been advised by Fairfax that it had received a subpoena from
the Securities and Exchange Commission (“SEC™) requesting documents regarding any non-traditional insurance
and reinsurance transactions entered into or offered by Fairfax and any of its affiliates, which included OdysseyRe.
The United States Attorney’s Office for the Southern District of New York is reviewing documents provided to the
SEC in response to the subpoena, and is participating in the investigation into these matters. In addition, we
provided information and made a presentation to the SEC and the U.S. Attorney’s office relating to the restatement
of our financial results announced by us on February 9, 2006 and responded to questions with respect to transactions
that were part of the restatement. This inquiry is ongoing, and we are cooperating fully in addressing our obligations
under this subpoena. Fairfax, and Fairfax’s chairman and chief executive officer, V. Prem Watsa, who is also the
chairman of OdysseyRe, have received subpoenas from the SEC in connection with the answer to a question on
Fairfax’s February 10, 2006 investor conference call concerning the review of Fairfax’s finite contracts. Our
independent registered public accountants and our chief financial officer prior to March 2005 have each received a
subpoena relating to the above matters.

We cannot assure you that we wili not be subject to further requests or other regulatory proceedings of a similar
kind. It is possible that other governmental and enforcement agencies will seek to review this information as well, or
that we, or other parties with whom we interact, such as customers or shareholders, may become subject to direct
requests for information or other inquiries by such agencies.

At the present time, we cannot predict the outcome of these matters or the ultimate effect on our consolidated
financial statements, which effect could be material and adverse. The financial cost to us to address these matters
has been and may continue to be significant. These matters may continue to require significant management
attention, which could divert management’s attention away from our business. Our business, or the market price for
our securities, also could be materially adversely affected by negative publicity related to this inquiry or similar
proceedings, if any.

Certain business practices of the insurance industry have become the subject of investigations by
government authorities and the subject of class action litigation.

In recent years, the insurance industry has been the subject of a number of investigations, and increasing
litigation and regulatory activity by various insurance, governmental and enforcement authorities, concerning
certain practices within the industry. These practices include the payment of contingent commissions by insurance
companies to insurance brokers and agents and the extent to which such compensation has been disclosed, the
solicitation and provision of fictitious or inflated quotes, the alleged illegal tying of the placement of insurance
business to the purchase of reinsurance, and the sale and purchase of finite reinsurance or other non-traditional or
loss mitigation insurance products and the accounting treatment for those products. We have received inquiries and
informational requests from insurance departments in certain states in which our insurance subsidiaries operate. We
cannot predict at this time the effect that current investigations, litigation and regulatory activity will have on the
insurance or reinsurance industry or our business. Our involvement in any investigations and related lawsuits would
cause us to incur legal costs and, if we were found to have violated any laws, we could be required to pay fines and
damages, perhaps in material amounts. In addition, we could be materially adversely affected by the negative
publicity for the insurance industry related to these proceedings, and by any new industry-wide regulations or
practices that may result from these proceedings. It is possible that these investigations or related regulatory
developments will mandate changes in industry practices in a fashion that increases our costs of doing business or
requires us to alter aspects of the manner in which we conduct our business.

We operate in a highly competitive environment which could make it more difficult for us to anract and
retain business.

The reinsurance industry is highly competitive. We compete, and will continue to compete, with major
United States and non-United States reinsurers and certain underwriting syndicates and insurers, some of which
have greater financial, marketing and management resources than we do. In addition, we may not be aware of other
companies that may be planning to enter the reinsurance market or existing reinsurers that may be planning to raise
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additional capital. Competition in the types of reinsurance business that we underwrite is based on many factors,
including premiums charged and other terms and conditions offered, services provided, financial ratings assigned
by independent rating agencies, speed of claims payment, reputation, perceived financial strength and the
experience of the reinsurer in the line of reinsurance to be written. Increased competition could cause us and
other reinsurance providers to charge lower premium rates and obtain less favorable policy terms, which could
adversely affect our ability to generate revenue and grow our business.

We also are aware that other financial institutions, such as banks, are now able to offer services similar to our
own. In addition, in recent years we have seen the creation of alternative products from capital market participants
that are intended to compete with reinsurance products. We are unable to predict the extent to which these new,
proposed or potential initiatives may affect the demand for our products or the risks that may be available for us to
consider underwriting,

QOur primary insurance is a business segment that is growing, and the primary insurance business is also highly
competitive. Primary insurers compete on the basis of factors including selling effort, product, price, service and
financial strength. We seek primary insurance pricing that will result in adequate returns on the capital allocated to
our primary insurance business. Our business plans for these business units could be adversely impacted by the loss
of primary insurance business to competitors offering competitive insurance products at lower prices.

This competition could affect our ability to attract and retain business.

Emerging claim and coverage issues could adversely affect our business.

Unanticipated developments in the law as well as changes in social and environmental conditions could result
in unexpected claims for coverage under our insurance and reinsurance contracts. These developments and changes
may adversely affect us, perhaps materially. For example, we could be subject to developments that impose
additional coverage obligations on us beyond our underwriting intent, or to increases in the number or size of claims
to which we are subject. With respect to our casualty businesses, these legal, social and environmental changes may
not become apparent until some time after their occurrence. Our exposure to these uncertainties could be
exacerbated by the increased willingness of some market participants to dispute insurance and reinsurance contract
and policy wordings.

The full effects of these and other unforeseen emerging claim and coverage issues are extremely hard to
predict. As a result, the full extent of our liability under our coverages, and in particular our casualty insurance
policies and reinsurance contracts, may not be known for many years after a policy or contract is issued. Qur
exposure to this uncertainty will grow as our “long-tail” casualty businesses grow, because in these lines of business
claims can typically be made for many years, making them more susceptible to these trends than in the property
insurance business, which is more typically “short-tail.” In addition, we could be adversely affected by the growing
trend of plaintiffs targeting participants in the property-liability insurance industry in purported class action
litigation relating to claim handling and other practices.

If our current and potential customers change their requirements with respect to financial strength, claims
paying ratings or counterparty collateral requirements, our profitability could be adversely affected.

Insureds, insurers and insurance and reinsurance intermediaries use financial ratings as an important means of
assessing the financial strength and quality of insurers and reinsurers. In addition, the rating of a company
purchasing reinsurance may be affected by the rating of its reinsurer. For these reasons, credit committees of
insurance and reinsurance companies regularly review and in some cases revise their requirements with respect to
the insurers and reinsurers from whom they purchase insurance and reinsurance.

If one or more of our current or potential customers were to raise their minimum required financial strength or
claims paying ratings above the ratings held by us or our insurance and reinsurance subsidiaries, or if they were to
materially increase their collateral requirements, the demand for our products could be reduced, our premiums
could decline, and our profitability could be adversely affected.
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Consolidation in the insurance industry could lead to lower margins for us and less demand for our reinsur-
ance products.

Many insurance industry participants are consolidating to enhance their market power. These entities may try
to use their market power to negotiate price reductions for our products and services. If competitive pressures
compel us to reduce our prices, our operating margins would decrease. As the insurance industry consolidates,
competition for customers will become more intense and the importance of acquiring and properly servicing each
customer will become greater. We could incur greater expenses relating to customer acquisition and retention,
further reducing our operating margins. In addition, insurance compantes that merge may be able to spread their
risks across a consolidated, larger capital base so that they require less reinsurance.

A change in demand for reinsurance and insurance could lead to reduced premium rates and less favorable
contract terms, which could reduce our net income.

Historically, we have experienced fluctuations in operating results due to competition, frequency of occur-
rence or severity of catastrophic events, levels of capacity, general economic conditions and other factors. Demand
for reinsurance is influenced significantly by underwriting results of primary insurers and prevailing general
economic conditions. In addition, the larger insurers created by the consolidation discussed above may require less
reinsurance. The supply of reinsurance is related to prevailing prices and levels of surplus capacity that, in turn, may
fluctuate in response to changes in rates of return being realized in the reinsurance industry. It is possible that
premium rates or other terms and conditions of trade could vary in the future, that the present level of demand will
not continue or that the present level of supply of reinsurance could increase as a result of capital provided by recent
or future market entrants or by existing reinsurers.

General pricing across the industry and other terms and conditions have become less favorable than they have
been in the recent past, the degree to which varies by class of business and region. All of these factors can reduce our
profitability and we have no way to determine to what extent they will impact us in the future.

Fairfax Financial Holdings Limited owns a majority of our common shares and can determine the outcome
of our corporate acrions requiring board or shareholder approval.

As of December 31, 2007, Fairfax beneficially owned, through wholly-owned subsidiaries, 61.0% of our
outstanding common shares. Consequently, Fairfax can determine the outcome of our corporate actions requiring
board or shareholder approval, such as:

= appointing officers and electing members of our Board of Directors;
* adopting amendments to our charter documents; and
* approving a merger or consolidation, liquidation or sale of all or substantially all of our assets,

In addition, Fairfax has provided us, and continues to provide us, with certain services for which it receives
customary compensation. Through various subsidiaries, Fairfax engages in the business of underwriting insurance
as well as other financial services; and from time to time, we may engage in transactions with those other businesses
in the ordinary course of business under market terms and conditions. All of our directors other than Andrew
Barnard, Peter Bennett, Patrick Kenny and Paul Wolff are directors or officers of Fairfax or certain of its
subsidiaries. Conflicts of interest could arise between us and Fairfax or one of its other subsidiaries, and any
conflict of interest may be resolved in a manner that does not favor us.

Fairfax has stated that it intends to retain control of us. In order to retain control, Fairfax may decide not to
enter into a transaction in which our shareholders would receive consideration for their shares that is much higher
than the cost of their investment in our common shares or the then current market price of our commen shares. Any
decision regarding the ownership of vs that Fairfax may make at some future time will be in its absolute discretion.
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We may require additional capital in the future, which may not be available or may be available only on
unfavorable terms.

Our capital requirements depend on many factors, including our ability to write business, and rating agency
capilal requirements. To the extent that our existing capital is insufficient to meet these requirements, we may need
to raise additional funds through financings. Any financing, if available at all, may be on terms that are not favorable
to us. If our need for capital arises because of significant losses, the occurrence of these losses may make it more
difficuit for us to raise the necessary capital, If we cannot obtain adequate capital on favorable terms or at all, our
business, operating results and financial condition would be adversely affected.

Failure to comply with the covenants in our credit facility could have an adverse effect on our financial
condition.

The current agreement governing our $200 million bank credit facility contains certain covenants that limit our
ability to, among other things, borrow money, make particular types of investments or other restricted payments, sell
assets, merge or consolidate. This agreement also requires us to maintain specific financial ratios. If we fail to
comply with these covenants or meet these financial ratios, the lenders under our credit facility could declare a
default and demand immediate repayment of all amounts owed to them.

We are a holding company and are dependent on dividends and other payments from our operating
subsidiaries, which are subject to dividend restrictions.

We are a holding company, and our principal source of funds is cash dividends and other permitted payments
from our operating subsidiaries, principally Odyssey America. If we are unable to receive dividends from our
operating subsidiaries, or if they are able to pay only limited amounts, we may be unable to pay dividends or make
payments on our indebtedness. The payment of dividends by our operating subsidiaries is subject to restrictions set
forth in the insurance laws and regulations of Connecticut, Delaware, New York and the United Kingdom. See
“Regulatory Matters — Regulation of Insurers and Reinsurers — Dividends.”

Our business could be adversely affected by the loss of one or more key employees.

We are substantially dependent on a small number of key employees, in particular Andrew Barnard, Michael
Wacek and R. Scott Donovan. We believe that the experience and reputations in the reinsurance industry of
Messrs. Barnard, Wacek and Donovan are important factors in our ability to attract new business. We have entered
into employment agreements with Messrs. Barnard, Wacek and Donovan. Our success has been, and will continue
to be, dependent on our ability to retain the services of our existing key employees and to attract and retain
additional qualified personnel in the future. The loss of the services of Messrs. Barnard, Wacek or Donovan, or any
other key employee, or the inability to identify, hire and retain other highly qualified personnel in the future, could
adversely affect the quality and profitability of our business operations. We do not currently maintain key employee
insurance with respect to any of our employees.

Our business is primarily dependent upon a limited number of unaffiliated reinsurance brokers and the loss
of business provided by them could adversely affect our business.

We market our reinsurance products worldwide primarily through reinsurance brokers, as well as directly to
our customers. Five reinsurance brokerage firms accounted for 64.3% of our reinsurance gross premiums writien for
the year ended December 31, 2007, Loss of all or a substantial portion of the business provided by these brokers
could have a material adverse effect on us.

Our reliance on payments through reinsurance brokers exposes us to credit risk,

In accordance with industry practice, we frequently pay amounts owing in respect of claims under our policies
to reinsurance brokers, for payment over to the ceding insurers. In the event that a broker fails to make such a
payment, depending on the jurisdiction, we might remain liable to the ceding insurer for the deficiency. Conversely,
in certain jurisdictions, when the ceding insurer pays premiums for such policies to reinsurance brokers for payment

40




over to us, such premiums will be deemed to have been paid and the ceding insurer will no longer be liable to us for
those amounts, whether or not we have actually received such premiums.

Consequently, in connection with the settiement of reinsurance balances, we assume a degree of credit risk
associated with brokers around the world.

We may be adversely affected by foreign currency fluctuations.

Our reporting currency is the United States dollar. A portion of our premiums are written in currencies other
than the United States dollar and a portion of our loss reserves are also in foreign currencies. Moreover, we maintain
a portion of our investments in currencies other than the United States dollar, We may, from time to time, experience
losses resulting from fluctuations in the values of foreign currencies, which could adversely affect our operating
results.

We may not be able to alleviate risk successfully through retrocessional arrangements and we are subject 1o
credit risks with respect to our retrocessionadires.

We attemipt to limit our risk of loss through retrocessional arrangements, reinsurance agreements with other
reinsurers referred to as retrocessionaires. The availability and cost of retrocessional protection is subject to market
conditions, which are beyond our control. As a result, we may not be able to successfully alleviate risk through
retrocessional arrangernents, In addition, we are subject to credit risk with respect to our retrocessions because the
ceding of risk to retrocessionaires does not relieve us of our liability to the companies we reinsured.

We purchase reinsurance coverage to insure against a portion of our risk on policies we write directly. We
expect that limiting our insurance risks through reinsurance will continue to be important to us. Reinsurance does
not affect our direct liability to our policyholders on the business we write. A reinsurer’s insolvency or inability or
unwillingness to make timely payments under the terms of its reinsurance agreements with us could have a material
adverse effect on us. In addition, we cannot assure you that reinsurance will remain available to us to the same extent
and on the same terms as are currently available.

The growth of our primary insurance business, which is regulated more comprehensively than reinsurance,
increases our exposure to adverse political, judicial and legal developments.

Hudson, which is licensed to write insurance in 49 states and the District of Columbia on an admitted basis, is
subject to extensive regulation under state statutes that delegate regulatory, supervisory and administrative powers
to state insurance commissioners. Such regulation generally is designed to protect policyholders rather than
investors, and relates to such matters as: rate setting; limitations on dividends and transactions with affiliates;
solvency standards which must be met and maintained; the licensing of insurers and their agents; the examination of
the affairs of insurance companies, which includes periodic market conduct examinations by the regulatory
authorities; annual and other reports, prepared on a statutory accounting basis; establishment and maintenance of
reserves for unearned premiums and losses; and requirements regarding numerous other matters, We could be
required to allocate considerable time and resources to comply with these requirements, and could be adversely
affected if a regulatory authority believed we had failed to comply with applicable law or regulation. We plan to
grow Hudson’s business and, accordingly, expect our regulatory burden to increase.

Our utilization of program managers and other third parties to support our business exposes us to
operational and financial risks.

QOur primary insurance operations rely on program managers, and other agents and brokers participating in our
programs, to produce and service a substantial portion of our business in this segment. In these arrangements, we
typically grant the program manager the right to bind us to newly issued insurance policies, subject to underwriting
guidelines we provide and other contractual restrictions and obligations. Should our managers issue policies that
contravene these guidelines, restrictions or obligations, we could nonetheless be deemed liable for such policies.
Although we would intend to resist claims that exceed or expand on our underwriting intention, it is possible that we
would not prevail in such an action, or that our program managers would be unable 1o substantially indemnify us for
their coniractual breach. We also rely on our managers, or other third parties we retain, to collect premiums and to
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pay valid claims. This exposes us to their credit and operational risk, without necessarily relieving us of our
obligations to potential insureds. We could also be exposed to potential liabilities relating to the claims practices of
the third party administrators we have retained to manage claims activity that we expect to arise in our program
operations. Although we have implemented monitoring and other oversight protocols, we cannot assure you that
these measures will be sufficient to alleviate all of these exposures.

We are also subject to the risk that our successful program managers will not renew their programs with us. Our
contracts are generally for defined terms of as little as one year, and either party can cancel the contract in a
relatively short period of time. We cannot assure you that we will retain the programs that produce profitable
business or that our insureds will renew with us. Failure to retain or replace these producers would impair our ability
to execute our growth strategy, and our financial results could be adversely affected.

Our business could be adversely affected as a result of political, regulatory, economic or other influences in
the insurance and reinsurance indusiries.

The insurance industry is highly regulated and is subject to changing political, economic and regulatory
influences. These factors affect the practices and operation of insurance and reinsurance organizations. Federal and
state legislatures have periodically considered programs to reform or amend the United States insurance system at
both the federal and state level. Recently, the insurance and reinsurance regulatory framework has been subject to
increased scrutiny in many jurisdictions, including the United States and various states in the United States.

Changes in current insurance regulation may include increased governmental involvement in the insurance
industry or may otherwise change the business and economic environment in which insurance industry participants
operate. In the United States, for example, the states of Hawaii and Florida have implemented arrangements
whereby property insurance in catastrophe prone areas is provided through state-sponsored entities. The California
Earthquake Authority, the first privately financed, publicly operated residential earthquake insurance pool, provides
earthquake insurance to California homeowners.

Such changes could cause us to make unplanned modifications of products or services, or may result in delays
or cancellations of sales of preducts and services by insurers or reinsurers. Insurance industry participants may
respond to changes by reducing their investments or postponing investment decisions, including investments in our
products and services. We cannot predict the future impact of changing taw or regulation on our operations; any
changes could have a material adverse effect on us or the insurance industry in general.

Increasingly, governmental authorities in both the U.S. and worldwide appear to be interested in the potential
risks posed by the reinsurance industry as a whole, and to commercial and financial systems in general. While we
cannot predict the exact nature, timing or scope of possible governmental initiatives, we believe it is likely there will
be increased regulatory intervention in our industry in the future.

For example, we could be adversely affected by governmental or regulatory proposals that:
* provide insurance and reinsurance capacity in markets and to consumers that we target;
* require our participation in industry pools and guaranty associations;

* mandate the terms of insurance and reinsurance policies; or

+ disproportionately benefit the companies of one country or jurisdiction over those of another.

Qur computer and data processing systems may fail or be perceived to be insecure, which could adversely
affect our business and damage our customer relationships.

Our business is highly dependent upon the successful and uninterrupted functioning of our computer and data
processing systems. We rely on these systems to perform actuarial and other modeling functions necessary for
writing business, as well as to process and make claims payments. We have a highly trained staff that is committed
to the continual development and maintenance of these systems. However, the failure of these systems could
interrupt our operations or materially impact our ability to rapidly evaluate and commit to new business
opportunities. If sustained or repeated, a system failure could result in the loss of existing or potential business
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relationships, or compromise our ability to pay claims in a timely manner. This could result in a material advetse
effect on our business results.

Our insurance may not adequately compensate us for material losses that may occur due to disruptions in our
service as a result of computer and data processing systems failure. We do not maintain redundant systems or
facilities for all of our services.

In addition, a security breach of our computer systems could damage our reputation or result in liability. We
retain confidential information regarding our business dealings in our computer systems. We may be required to
spend significant capital and other resources to protect against security breaches or fo alleviate problems caused by
such breaches. Any well-publicized compromise of security could deter people from conducting transactions that
involve transmitting confidential information to our systems. Therefore, it is critical that these facilities and
infrastructure remain secure and are perceived by the marketplace to be secure. Despite the implementation of
security measures, this infrastructure may be vulnerable to physical break-ins, computer viruses, programming
errors, attacks by third parties or similar disruptive problems. In addition, we could be subject to liability if hackers
were able to penetrate our network security or otherwise misappropriate confidential information.

Risks Related to Our Common Shares

Because our controlling shareholder intends to retain control, you may be unable to realize a gain on your
investment in our common shares in connection with an acquisition bid.

Fairfax, through certain of its subsidiaries, owned 61.0% of our cutstanding common shares as of December 31,
2007. Consequently, Fairfax is in a position to determine the outcome of corporate actions requiring board or
shareholder approval, including:

» appointing officers and electing members of our Board of Directors;
* adopting amendments to our charter documents; and
* approving a merger or consolidation, liquidation or sale of all or substantially all of our assets,

All of our directors other than Andrew Barnard, Peter Bennett, Patrick Kenny and Paul Wolff are directors or
officers of Fairfax or certain of its subsidiaries. Conflicts of interest could arise between us and Fairfax or one of its
subsidiaries, and any conflict of interest may be resolved in a manner that does not favor us.

Fairfax has stated that it intends to retain control of us. In order to retain control, Fairfax may decide not to
enter into a transaction in which our sharehotders would receive consideration for their shares that is much higher
than the cost of their investment in our common shares or the then current market price of our common shares. Any
decision regarding the ownership of us that Fairfax may make at some future time will be in its absolute discretion.

Significant fluctuation in the market price of our common shares could result in securities class action
claims against us.

Significant price and value fluctuations have occurred with respect to the securities of insurance and insurance-
related companies. Our common share price is likely to be volatile in the future. [n the past, following periods of
downward volatility in the market price of a company’s securities, class action litigation has often been pursued
against such companies. If similar litigation were pursued against us, it could result in substantial costs and a
diversion of our management’s attention and resources.

Provisions in our charter documents and Delaware law may impede attempts to replace or remove our man-
agement or inhibit a takeover, which could adversely affect the value of our common shares.

Our certificate of incorporation and bylaws, as well as Delaware corporate law, contain provisions that could
delay or prevent changes in our management or a change of control that a shareholder might consider favorable and
may prevent you from receiving a takeover premium for your shares. These provisions include, for example,

+ authorizing the issuance of preferred shares, the terms of which may be determined at the sole discretion of
our Board of Directors;
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» establishing advance notice requirements for nominations for election to our Board of Directors or for
proposing matters that can be acted on by shareholders at meetings; and

« providing that special meetings of sharecholders may be called only by our Board of Directors, the chairman
of our Board of Directors, our president or our secretary.

These provisions apply even if the offer may be considered beneficial by some of our shareholders. If a change
in management or a change of control is delayed or prevented, the market price of our common shares could decline.

Item IB. Unresolved Staff Comments

None.

Item 2, Properties

Qur corporate offices are located in 101,420 total square feet of leased space in Stamford, Connecticut. Qur
other locations occupy a total of 118,548 square feet, all of which are leased. The Americas division operates out of
offices in New York, Stamford, Mexico City, Miami, Santiago and Toronto, the EuroAsia division operates out of
offices in Paris, Singapore, Stockholm and Tokyo, the London Market division operates out of offices in London
and Bristol, and the U.S. Insurance division operates out of offices in New York, Chicago and Napa.

In September 2004, we renewed the lease at our corporate offices in Stamford, Connecticut, under a lease
agreement beginning upon the termination of the current lease in October 2007 and expiring in October 2022. Upon
signing the lease, we received a construction allowance of $3.1 million. We have three renewal options on the
current premises that could extend the lease through September 2032, if all renewal options are exercised.

Item 3. Legal Proceedings

Odyssey America participated in providing quota share reinsurance to Gulf Insurance Company (“Gulf”} from
January 1, 1996 to December 31, 2002, under which Gulf issued policies that guaranteed the residual value of
automobile leases incepting during this period (“Treaties™). In March 2003, Gulf requested a payment of
approximately $30.0 million, representing Qdyssey America’s purported share of a settlement (“Settlement™)
between Gulf and one of the insureds whose policies, Gulf contended, were reinsured under the Treaties. Odyssey
America rejected Gulf’s request, contending that (i) Gulf breached its duty to Odyssey America when it placed the
Treaties by failing to disclose material information concerning the policy it issued to the insured; and (ii) the
Settlement was not covered under the terms of the Treaties. In July 2003, Gulf initiated litigation against Odyssey
America, demanding payment relating to the Settlement and other amounts under the Treaties. On August 31, 2007,
the Company announced that Odyssey America and Gulf had reached an out-of-court settlement regarding the
litigation, including the full and final commutation of the Treaties, and the parties entered into a confidential
settlement and release agreement in September 2007. The expenses recognized by the Company in connection with
the settlement of this matter for the twelve months ended December 31, 2007 were less than the Company’s
previously disclosed estimates, and are not material to the financial condition of the Company, taken as a whole.

On September 7, 2005, we announced that we had been advised by Fairfax that it had received a subpoena from
the Securities and Exchange Commission (“SEC”) requesting documents regarding any non-traditional insurance
and reinsurance transactions entered into or offered by Fairfax and any of its affiliates, which included OdysseyRe.
The United States Attorney’s Office for the Southern District of New York is reviewing documents provided to the
SEC in response to the subpoena, and is participating in the investigation into these matters. In addition, we
provided information and made a presentation to the SEC and the U.S, Attorney’s office relating to the restatement
of our financial resuits announced by us on February 9, 2006 and responded to questions with respect to transactions
that were part of the restatement. This inquiry is ongoing, and we are cooperating fully in addressing our obligations
under this subpoena. Fairfax, and Fairfax’s chairman and chief executive officer, V. Prem Watsa, who is also the
chairman of OdysseyRe, have received subpoenas from the SEC in connection with the answer to a question on
Fairfax’s February 10, 2006 investor conference call concerning the review of Fairfax’s finite contracts. Our
independent registered public accountants and our chief financial officer prior to March 2005 have each received a
subpoena relating to the above matters. This inquiry is ongoing, and we continue to comply with requests from the
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SEC and the U.S. Attorney’s office. At the present time, we cannot predict the outcome of these matters, or the
ultimate effect on our consolidated financial statements, which effect could be material and adverse. No assurance
can be made that we will not be subject to further requests or other regulatory proceedings of a similar kind.

On February 8, 2007, we were added as a co-defendant in an amended complaint in an existing action against
our majority shareholder, Fairfax, and certain of Fairfax’s officers and directors, who include certain of our current
and former directors. The amended and consolidated complaint has been filed in the United States District Court for
the Southern District of New York by the lead plaintiffs, who seek to represent a class of all purchasers and acquirers
of securities of Fairfax between May 21, 2003 and March 22, 2006, inclusive, and allege, among other things, that
the defendants violated U.S. federal securities laws by making material misstatements or failing to disclose certain
material information. The amended complaint seeks, among other things, certification of the putative class,
unspecified compensatory damages, unspecified injunctive retief, reasonable costs and attorneys’ fees and other
relief. We intend to vigorously defend against the allegations. At this early stage of the proceedings, it is not possible
to make any determination regarding the likely outcome of this matter.

In July 2006, Fairfax, our majority shareholder, fited a lawsuit in the Superior Court, Morris County, New
Jersey, seeking damages from a number of defendants who, the complaint alleges, participated in a stock market
manipulation scheme involving Fairfax shares. In January 2008, certain of these defendants filed a counterclaim
and third party complaint against Fairfax, naming certain third party defendants, including OdysseyRe and certain
of our directors. This complaint alleges, among other things, tortious interference with economic advantage and
other torts, and seeks unspecified compensatory and punitive damages and other relief. OdysseyRe denies the
allegations and intends to vigorously defend against this complaint.

We and our subsidiaries are involved from time to time in ordinary litigation and arbitration proceedings as part
of our business operations; in management’s opinion, the outcome of these suits, individually or collectively, is not
likely to result in judgments that would be material to our financial condition or results of operations.

Item 4. Submission. of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of 2007.

PART 1

Item 5. Market for Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases of
Equity Securities

Market Information and Holders of Common Shares

The principal United States market on which our common shares are traded is the New York Stock Exchange
(“NYSE"). As of February 20, 2008, the approximate number of holders of our common shares, including those
whose common shares are held in nominee name, was 28,230. Quarterly high and low sales prices per share of our
common shares, as reported by the New York Stock Exchange composite for each quarter in the years ended
December 31, 2007 and 2006, are as follows:

Quarter Ended High Low

December 31, 2007 ... ot e e $41.76 $34.16
September 30, 2007 . . .. ... e 44.02 32.51
June 30, 2007 . .. o e e e 45.08 3931
March 31, 2007 . ..ot e e 40.59 36.39
December 31, 2006 . . . e e e e $38.65 $33.45
Septermnber 30, 2006 . ... .. L. e 34.75 24.70
June 30, 2006, . .. et e e e 26.60 21.23
March 31, 2006 . oot e e 25.41 19.50




Fairfax owns 61.0% of our outstanding common shares, directly (0.3%) and through its subsidiaries: TIG
Insurance Group (43.0%), TIG Insurance Company (6.8%), ORH Holdings Inc. (8.9%) and Fairfax Inc. (2.0%).

Dividends

In each of the four quarters of 2007, we declared a dividend of $0.0625 per common share, resulting in an
aggregate annual dividend of $0.25 per common share, totaling $17.8 million. The dividends were paid on
March 30, 2007, June 29, 2007, September 28, 2007 and December 28, 2007. In each of the four quarters of 2006,
we declared a dividend of $0.03125 per common share, resulting in an aggregate annual dividend of $0.125 per
common share, totaling $8.8 million. The dividends were paid on March 31, 2006, June 30, 2006, September 30,
2006 and December 31, 2006.

While it is the intention of our Board of Directors to declare quarterly cash dividends, the declaration and
payment of future dividends, if any, by us will be at the discretion of our Board of Directors and will depend on,
amoeng other things, our financial condition, general business conditions and legal restrictions regarding the
payment of dividends by us, and other factors. The payment of dividends by us is subject to limitations imposed by
laws in Connecticut, Delaware, New York and the United Kingdom. For a detailed description of these limitations,
see Part 1, Item 1 — “Business — Regulatory Matters — Regulation of Insurers and Reinsurers — Dividends.”

Issuer Purchases of Equity Securities

The Odyssey Re Holdings Corp. share repurchase program was publicly announced on June 15, 2007, The
program became effective as of such date and will expire on June 15, 2009. Under the program, we are authorized to
repurchase up to $200.0 million of our common shares from time to time, in the open market. Shares purchased
under the program are retired.

From inception of the program through February 22, 2008, we have repurchased and retired 3,095,789 shares
of our common stock at a total cost of $111.3 million, of which 458,800 shares were purchased between January 1,
2008 and February 22, 2008, at a cost of $16.8 million.

We also make open market repurchases of our common shares, from time to time as necessary, to support the
grant of restricted shares and the exercise of stock options. Our stack incentive plans allow for the issuance of grants
and exercises through newly issued shares, treasury stock, or a combination thereof. 419,000 shares were purchased
during the twelve months ended December 31, 2007 to support such exercises, and as of December 31, 2007, we
held 163,232 common shares in treasury to support such grants and exercises. The following table sets forth
purchases made by us of our common shares during the three months ended December 31, 2007.

Total Number Maximum
of Shares Dollar Value of

Purchased as  Shares that may
Total Number Average Price Part of Publicly yet be Purchased

of Shares Paid Per Announced Under the
Period Purchased Share Program Program
October | — October 31, 2007......... 542,000 $35.55 542,000 $113,924
November 1 — November 30, 2007 .. . .. 19,000 35.99 19,000 113,240
December 1 — December 31, 2007 ... .. 301,400 36.90 209,400 105,518
Total . ... e 862,400 $36.03 770,400

Item 6. Selected Financial Data

The following selected financial data should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and the consolidated financial statements and notes
thereto that are included in this Annual Report on Form 10-K. Financial information in the table reflects the results
of operations and financial position of OdysseyRe.

We encourage you to read the consolidated financial statements included in this Annual Report on Form 10-K
because they contain our complete consolidated financial statements for the years ended December 31, 2007, 2006,
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and 2005. The results of operations for the year ended December 31, 2007 are not necessarily indicative of future

results.

GAAP Consolidated Statements of

Operations Data:
Gross premiums written

Net premiums written

Net premiums earned
Net investment income . ............
Net realized investment gains

Total revenues

Losses and loss adjustment expenses . ..
Acquisition costs
Other underwriting expenses
Other expense, net
Interest expense
Loss on early extinguishment of debt . . .

Total expenses

Income (loss) before income taxes

Federal and foreign income tax
provision (benefit)

Net income (loss) .................
Preferred dividends

Net income (loss) available to common
shareholders. .. .................

BASIC

Weighted average common shares
outstanding

Basic earnings (loss) per common
share
DILUTED

Weighted average common shares
outstanding

Diluted earnings (loss) per common
share{(1)(2)

Dividends per common share

GAAP Underwriting Ratios:

Losses and loss adjustment expense
ratio

Underwriting expense ratio

Combined ratio

Years Ended December 31,

2007 2006 2005 2004 2003
(In thousands, except share and per share data)
$ 2,282,682 $ 2,335,742 § 2,626,920 $ 2,650,775 $ 2,552,340
2,089,443 2,160,935 2,301,669 2,361,805 2,156,079
$ 2,120,537 $ 2,225,826 §$ 2,276,820 $ 2,333,511 § 1,971,924
329422 487,119 220,092 164,248 134,808
539,136 189,129 59,866 122,024 223,537
2,989,095 2,902,074 2,556,778 2,619,783 2,330,269
1,408,364 1,484,197 2,061,611 1,631,106 1,336,047
437,257 464,148 470,152 515,856 476,520
178,555 153,476 146,030 120,765 101,308
14,006 21,120 27,014 17,153 7,556
37,665 37,515 29,991 25,609 12,656
—_ 2,403 3,822 — —
2,075,847 2,162,859 2,738,620 2,310,489 1,934,087
913,248 739,215 (181,842) 309,294 306,182
317,673 231,309 {66,120) 104,093 136,900
595,575 507,906 (115,722) 205,201 259,282
(8,345) (8,257) (1,944) — —
$ 587230 § 499,649 $ (117,666) § 205201 § 259,282
70,443,600 68,975,743 65,058,327 64,361,535 64,736,830
$ 834 % 724 § (1.81) % 3.19 % 4.01
71,387.255 72,299,050 65,058,327 69,993,136 70,279.467
$ 823 % 693 % (1.81) $ 298 §$ 373
b 025 $ 013 % 013 § 013 % 0.11
66.4% 66.7% 90.5% 69.9% 67.8%
29.1 2779 27.1 27.3 29.3
95.5% 94 4% 117.6% 97.2% 97.1%
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As of December 31,

2007 2006 2005 2004 2003

GAAP Consolidated Balance Sheet

Data:
Total investments and cash. .......... $ 7,779,444 $ 7,066,088 $ 5,970,319 $ 5,124,683 $ 4,255,062
Total assets . ................c.... 9,501,001  8953,712 8,646,612 7,555,693 6,454,919
Unpaid losses and loss adjustment

EXPENSES . oo vt 5,119,085 5,142,159 5,117,708 4224624 3,399,535
Debt obligations .................. 489,154 512,504 469,155 376,040 376,892
Total shareholders’ equity ........... 2,654,700 2,083,579 1,639,455 1,568,236 1,356,271
Book value per common share(3)...... $ 36.78 § 2792 § 2231 % 2422 % 20.87

(1) The Emerging Issues Task Force (“EITF”} Issue 4-08 “The Effect of Contingently Convertible Instruments on
Diluted Earnings Per Share,” which is effective for periods ending after December 15, 2004, requires that the
dilutive effect of contingently convertible debt securities, with a market price threshold, should be included in
diluted earnings per share. The terms of our convertible senior debentures, which were issued in June 2002, (see
Note 11 to our consolidated financial statements} meet the criteria defined in EITF Issue 4-08, and accordingly,
the effect of conversion of our convertible senior debentures to common shares has been assumed when
calculating our diluted earnings per share for all years. See Notes 2(l) and 4 to our consolidated financial
statements included in this Annual Report on Form 10-K,

(2) Inclusion of restricted common shares, stock options and the effect of the conversion of our convertible debt to
common shares would have an antidilutive effect on the 2005 diluted earnings per common share (i.e., the
diluted earnings per common share would be greater than the basic earnings per common share). Accordingly,
such common shares were excluded from the calculations of the 2005 diluted earnings per common share, See
Notes 2(1) and 4 to our consolidated financial statements included in this Annual Report on Form 10-K.

(3) Book value per common share, a financial measure often used by investors, is calculated using common
shareholders’ equity, a non-GAAP financial measure, which represents total shareholders’ equity, a GAAP
financial measure, reduced by the equity attributable to our preferred stock, which was issued during 2005. The
common shareholders’ equity is divided by our common shares outstanding at each respective year end to
derive book value per common share as reflected in the following table (in millions, except per share and share

amounts).
As of December 31,
2007 2006 2005 2004 1003

Total shareholders’ equity ......... $ 26547 § 20836 $ 1,6395 § 1,5682 $ 1,356.3
Less: equity related to preferred

stock. .. ... 97.5 97.5 97.5 — —
Total common shareholders” equity .. $ 25572 § 19861 § 1,5420 $§ 1,568.2 % 1,356.3
Common shares outstanding . ... ... 69,521,494 71,140,948 69,127,532 64,754,978 64,996,166
Book value per commeon share. . .. .. $ 3678 § 2792 % 2231 § 24722 % 20.87
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Odyssey Re Holdings Corp. is a holding company, incorporated in the state of Delaware, which owns all of the
common shares of Odyssey America Reinsurance Corporation, its principal operating subsidiary. Odyssey America
directly or indirectly cwns all of the capital stock of the following companies: Clearwater Insurance Company;
Clearwater Select Insurance Company; Odyssey UK Holdings Corporation; Newline Underwriting Management
Ltd., which owns and manages Newline Syndicate 1218, a member of Lloyd’s of London; Newline Insurance
Company Limited (“NICL"); Hudson Insurance Company; Hudson Specialty Insurance Company; and Napa River
Insurance Services, Inc.

We are a leading underwriter of reinsurance, providing a full range of property and casualty products on a
worldwide basis. We offer a broad range of both treaty and facultative reinsurance to property and casualty insurers
and reinsurers. We also write insurance in the United States and through the Lloyd’s marketplace.

Our gross premiums written for the year ended December 31, 2007 were $2,282.7 million, a decrease of
$53.0 million, or 2.3%, compared to gross premiums written for the year ended December 31, 2006 of
$2,335.7 million. Our business outside of the United States accounted for 48.2% of our gross premiums written
for the year ended December 31, 2007, compared to 45.8% for the year ended December 31, 2006. For the years
ended December 31, 2007 and 2006, our net premiums written were $2,089.4 million and $2,160.9 million,
respectively. For the years ended December 31, 2007 and 2006, we had net income available to common
shareholders of $587.2 million and $499.6 million, respectively. As of December 31, 2007, we had total assets
of $9.5 billion and total shareholders’ equity of $2.7 hillion.

The property and casualty reinsurance and insurance industries use the combined ratio as a measure of
underwriting profitability. The GAAP combined ratio is the sum of losses and loss adjustment expenses (“LAE"}
incurred as a percentage of net premiums earned, plus underwriting expenses, which include acquisition costs and
other underwriting expenses, as a percentage of net premiums earned. The combined ratio reflects only under-
writing results, and does not include investment results. Underwriting profitability is subject to significant
fluctuations due to catastrophic events, competition, economic and social conditions, foreign currency fluctvations
and other factors. Qur combined ratio was 95.5% for the year ended December 31, 2007, compared to 94.4% for the
year ended December 31, 2006.

We are exposed to losses arising from a variety of catastrophic events, such as hurricanes, windstorms and
floods. The loss estimates for these events represent our best estimates based on the most recent information
available. We use various approaches in estimating our losses, including a detailed review of exposed contracts and
information from ceding companies. As additional information becomes available, including information from
ceding companies, actual losses may exceed our estimated losses, potentially resulting in adverse effects to our
financial results. The extraordinary nature of these losses, including potential legal and regulatory implications,
creates substantial uncertainty and complexity in estimating these losses. Considerable time may elapse before the
adequacy of our estimates can be determined. For the years ended December 31, 2007, 2006 and 2005, current year
catastrophe events were $105.9 million, $34.9 million and $537.9 million, respectively.

For the year ended December 31, 2005, the total current year catastrophe losses of $537.9 million included net
losses and LAE of $445.9 million, which is after reinsurance of $241.} million, related to Hurricanes Katrina, Rita
and Wilma, which occurred during the third and fourth quarters of 2005. In addition to the net losses and LAE, we
assumed $9.9 million in net reinstatement premiums received, resulting in an underwriting loss of $436.0 million
related to these three hurricanes. In addition, for the year ended December 31, 2005, we incurred losses of
$25.6 million related to Windstorm Erwin. As a result of the uncertainty and complexity in estimating losses for
Hurricanes Katrina, Rita and Wilma, we incurred additional underwriting losses of $9.4 million and $46.4 million,
net of applicable reinstatement premiums for the years ended December 31, 2007 and 2006, respectively.

We operate our business through four divisions: the Americas, EuroAsia, London Market and U.S. Insurance.
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The Americas division is our largest division and writes casualty, surety and property treaty reinsurance, and
facultative casualty reinsurance, in the United States and Canada, and primarily treaty and facultative property
reinsurance in Central and South America.

The EuroAsia division consists of our international reinsurance business, which is geographically dispersed,
mainly throughout the European Union, and includes business in the Pacific Rim, Eastern Europe, the Middle East
and Japan.

“The London Market division is comprised of our Lloyd’s of London business, in which we participate through
our 100% ownership of Newline, our London branch office and our London-based casualty insurer NICL.. The
London Market division writes insurance and reinsurance business worldwide, principally through brokers.

The U.S. Insurance division writes specialty insurance lines and classes of business, such as medical
malpractice, professional liability, non-standard personal and commercial automobile, specialty lability and
property and package.

Critical Accounting Estimates

The consolidated financial statements and related notes included in Item 8 of this Annual Report on Form 10-K,
have been prepared in accordance with accounting principles generally accepted in the United States (“GAAP") and
include the accounts of Odyssey Re Holdings Corp. and its subsidiaries. For a discussion of our significant
accounting policies, see Note 2 to our consolidated financial statements.

Critical accounting estimates are defined as those that are both important to the portrayal of our financial
condition and results of operations and require us to exercise significant judgment. The preparation of consolidated
financial statements in accordance with GAAP requires us to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses and the disclosure of material contingent assets and
liabilities, including litigation contingencies. These estimates, by necessity, are based on assumptions about
numerous factors.

We review our critical accounting estimates and assumptions quarterly. These reviews include the estimate of
reinsurance premiums and premium related amounts, establishing deferred acquisition costs, an evaluation of the
adequacy of reserves for unpaid losses and LAE, review of our reinsurance and retrocession agreements, an analysis
of the recoverability of deferred income tax assets and an evaluation of the investment portfolio for other-than-tem-
porary declines in estimated fair value. Actual results may differ materially from the estimates and assumptions
used in preparing the consolidated financial statements.

Premium Estimates

We derive our revenues from two principal sources: (1) premiums from insurance placed and reinsurance
assumed, net of premiums ceded (net premiums written); and (i) income from investments. Net premiums written
are earned (net premiums earned) as revenue over the terms of the underlying contracts or certificates in force. The
relationship between net premiums written and net premiurns earned will, therefore, vary depending on the volume
and inception dates of the business assumed and ceded and the mix of such business between proportional and
excess of loss reinsurance,

Consistent with our significant accounting policies, for our reinsurance business we utilize estimates in
establishing premiums written, the corresponding acquisition expenses and unearned premium reserves. These
estimates are required to reflect differences in the timing of the receipt of accounts from the ceding company and the
actual due dates of the accounts at the close of each accounting period.
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The following table displays, by division, the estimates included in our consolidated financial statements as of
and for the years ended December 31, 2007, 2006 and 2005 related to gross premiums written, acquisition costs,
premiums receivable and unearned premium reserves (in millions):

Change For the Year Ended

As of December 31, December 31,
Division 2007 2006 2005 2007 2006 2005
Gross Premiums Written
AMETICAS . o v v vttt et e i $177.5  $2185 $278.9 $(41.0) $(604) $ 48
EurcAsia. . ... ... iinieiennn 129.9 132.1 1229 (2.2) 9.2 7.3
London Market . ................... 21.8 38.5 73.0 (16.7) (34.5) 11.8
Total . ... ... e $329.2  $389.1 $4748 $(59.9) $(85.7) $23.9
Acquisition Costs
AMEriCas. .. ... i $425 $494 3600 $ (6.9 $(106) $(8.2)
BUroASIA. . . ... it 389 4.6 36.5 (.7 4.1 2.0
London Market .. .................. 2.1 3.0 6.6 (0.9) (3.6) (2.3)
Total .. ... .. i $835 $930 51031 § (9.5 IO $(8.5
Premiuvms Receivable
AMEICAS. o o v et it $135.0 $169.1  $2189 $(34.1) $(49.8) §$13.0
BuroAsia. .. .........c.ciiiiivnen.. 91.0 91.5 86.4 {0.5) 5.1 5.3
London Market . ................... 19.7 35.5 66.4 (15.8) (30.9) 14.1
Total . . ... e $245.7  $296.1 $371.7  $(50.4) $(75.6) $324
Unearned Premium Reserves
AMEHCAS. . ...t e $1229  $139.1  $1724  $(16.2) 3$(333) §$ 97
BurGAsia........coiiiininnnnnnn. 97.2 100.8 96.6 (3.6) 4.2 0.7
London Market . . .................. 10.0 13.1 22.2 (3.1) (9.1) 8.6
Total . ... ... e $230.1  $253.0 $291.2 $(22.9) $(38.2) S$17.6

Gross premiums written estimates, acquisition costs, premiums receivable and unearned premium reserves are
established on a contract level for significant accounts due but not reported by the ceding company at the end of each
accounting period. The estimated ultimate premium for the contract, actual accounts reported by the ceding
company, and our own experience on the contract are considered in establishing the estimate at the end of each
accounting period. Subsequent adjustments, based on actual results, are recorded in the period in which they
become known. The estimated premiums receivable balances are considered fully collectible. The estimates
primarily represent the most current two underwriting years of account for which all corresponding reported
accounts have been settted within contract terms. The estimates are considered “critical accounting estimates™
because changes in these estimates can materially affect net income.

The difference between estimates and the actual accounts received may be material as a result of different
reporting practices by ceding companies across geographic locations. Estimates may be subject to material
fluctuations on an individual contract level compared to the actual information received, and any differences are
recorded in the respective financial period in which they become known. Since the assumptions used to determine
the estimates are reviewed quarterly and compared to the information received during the quarter, the variance in the
aggregate estimates compared to the actual information when received is minimized. In addition, during the
quarter’s review of these contracts, any change in original estimate compared to the new estimate is reflected in the
appropriate financial period.

In any specific financial period, the original estimated premium for a specific contract may vary from actual
premium reported through the life of the contract by up to 10% to 15% due to the reporting patterns of the ceding
companies and, in some cases, movements in foreign exchange rates over the period. However, historically, the final
reported premium compared to the original estimated premium has deviated by smaller amounts.
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Our estimates are based on contract and policy terms. Estimates are based on information typically received in
the form of a bordereau, broker notifications and/or discussions with ceding companies. These estimates, by
necessity, are based on assumptions regarding numerous factors. These can include premium or loss trends, which
can be influenced by local conditions in a particular region, or other economic factors and legal or legislative
developments which can develop over time. The risk associated with estimating the performance under our
contracts with our ceding companies is the impact of events or trends that could not have been reasonably
anticipated at the time the estimates were performed. Our business is diversified across ceding companies and there
is no individual ceding company which represents more than 2.4% of our gross premiums written in 2007. As a
result, we believe the risks of material changes over time are mitigated.

We review information received from ceding companies for reasonableness based on past experience with the
particular ceding company or our general experience across the subject class of business. We also query information
provided by ceding companies for reasonableness. Reinsurance contracts under which we assume business
generally contain specific provisions which allow us to perform audits of the ceding company to ensure compliance
with the terms and conditions of the contract, including accurate and timely reporting of information.

Management must make judgments about the ultimate premiums written and earned by us. Reported
premiums written and earned are based upon reports received from ceding companies, supplemented by our
internal estimates of premiums written for which ceding company reports have not been received. We establish our
own estimates based on discussions and correspondence with our ceding companies and brokers during the contract
negotiation process and over the contract risk period. The determination of premium estimates requires a review of
our experience with the ceding companies, familiarity with each market, an analysis and understanding of the
characteristics of each line of business and the ability to project the impact of current economic indicators on the
volume of business written and ceded by our cedants. Premium estimates are updated when new information is
received. Differences between such estimates and actual amounts are recorded in the period in which estimates are
changed or the actual amounts are determined.

Deferred Acquisition Costs

Acquisition costs consist of commissions and brokerage expenses incurred on insurance and reinsurance
business written. These costs are deferred and amortized over the period in which the related premiums are earned,
which is generally one year. Deferred acquisition costs are limited to their estimated realizable value based on the
related unearned premiums, which considers anticipated losses and LAE and estimated remaining costs of servicing
the business, all based on our historical experience. The realizable value of our deferred acquisition costs is
determined without consideration of investment income. The estimates are continually reviewed by us and any
adjustments are made in the accounting period in which an adjustment is considered necessary.

Reserves for Unpaid Losses and Loss Adjustment Expenses

Our losses and LAE reserves, for both reported and unreported claims obligations, are maintained to cover the
estimated ultimate liability for all of our insurance and reinsurance obligations. Losses and LAE reserves are
categorized in one of three ways: (i) case reserves, which represent unpaid losses and LAE as reported by cedants to
us, (ii) additional case reserves (“ACRs”), which are reserves we establish in excess of the case reserves reporied by
the cedant on individual ¢laim events, and (iii) incurred but not reported reserves (“IBNR™), which are reserves for
losses and LAE that have been incurred, but have not yet been reported to us, as well as additional amounts relating
1o losses already reported, that are in excess of case and ACR reserves. Incurred but not reported reserves are
estimates based on all information currently available to us and are reevaluated quarterly utilizing the most recent
information supplied from our cedants.

We rely on initial and subgequent claims reports received from ceding companies for reinsurance business, and
the estimates advised by our claims adjusters for insurance business, 1o establish our estimates of losses and LAE.
The types of information that we receive from ceding companies generally vary by the type of contract,
Proportional, or quota share, contracts are typicatly reported on a quarterly basis, providing premium and loss
activity as estimated by the ceding company. Reporting for excess of loss and facultative contracts includes detailed
individual claim information, including a description of the loss, confirmation of liability by the cedant and the
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cedant’s current estimate of the ultimate liability under the claim. Upon receipt of claim notices from cedants, we
review the nature of the claim against the scope of coverage provided under the contract. Questions arise from time
to time regarding the interpretation of the characteristics of a particular claim measured against the scope of contract
terms and conditions. Reinsurance contracts under which we assume business generally contain specific dispute
resolution provisions in the event that there is a coverage dispute with the ceding company. The resolution of any
individual dispute may impact estimates of ultimate claims liabilities. Reported claims are in various stages of the
settlement process. Each claim is settled individually based on its merits, and certain claims may take several years
to ultimately settle, particularly where legal action is involved. Based on an assessment of the circumstances
supporting the claim, we may choose to establish additional case reserves over the amount reported by the ceding
company. Aggregate case Teserves established in addition to reserves reported by ceding companies were
$18.7 million and $17.2 million as of December 31, 2007 and December 31, 2006, respectively. Due to potential
differences in ceding company reserving and reporting practices, we perform periodic audits of our ceding
companies to ensure the underwriting and claims procedures of the cedant are consistent with representations made
by the cedant during the underwriting process and meet the terms of the reinsurance contract. Our estimates of
ultimate loss liabilities make appropriate adjustment for inconsistencies uncovered in this audit process. We also
monitor our internal processes to ensure that information received from ceding companies is processed in a timely
manner.

The reserve methodologies employed by us are dependent on the nature and quality of the data that we collect
from ceding companies. This data primarily consists of loss amounts reported by the ceding companies, loss
payments made by ceding companies, and premiums written and earned reported by the ceding companies or
estimated by us. Underwriting and claim information provided by our ceding companies is aggregated by the year in
which each treaty is written into groups of business by geographic region and type of business to facilitate analysis,
generally referred to as “reserve cells.” These reserve cells are reviewed annually and change over time as our
business mix changes. We supplement this information with claims and underwriting audits of specific contracts,
internally developed pricing trends, as well as loss trend data developed from industry sources. This information is
used to develop point estimates of carried reserves for each business segment. These individual point estimates,
when aggregated, represent the total carried losses and LAE reserves carried in our consolidated financial
statements. Due to the uncertainty involving estimates of ultimate loss exposures, we do not attempt to produce
arange around our point estimate of loss. The actuarial techniques for projecting losses and LAE reserves by reserve
cell rely on historical paid and case reserve loss emergence patterns and insurance and reinsurance pricing trends to
establish the claims emergence of future periods with respect to all reported and unreported insured events that have
occurred on or before the balance sheet date.

Our estimate of nltimate loss is determined based on a review of the results of several commonly accepted
actuarial projection methodologies incorporating the quantitative and qualitative information described above. The
specific methodologies we utilize in our loss reserve review process include, but may not be limited to (i) incurred
and paid loss developrnent methods, (ii) incurred and paid Bornhuetter Ferguson (“BF’) methods and (iii) loss ratio
methods. The incurred and paid loss development methods utilize loss development patterns derived from historical
loss emergence trends usually based on cedant supplied claim information to determine ultimate loss. These
methods assume that the ratio of losses in one period to losses in an earlier period will remain constant in the future.
Loss ratio methods multiply expected loss ratios, derived from aggregated analyses of internally devetoped pricing
trends, by earned premium to determine ultimate loss. The incurred and paid BF methods are a blend of the loss
development and loss ratio methods. These methods utilize both loss development patterns, as well as expected loss
ratios, to determine ultimate loss. When using the BF methods, the initial treaty year ultimate loss is based
predominantly on’ expected loss ratios. As loss experience matures, the estimate of ultimate loss using this
methodology is based predominantly on loss development patterns. We generally do not utilize methodologies that
are dependent on claim counts reported, claim counts settled or claim counts open. Due to the nature of our business,
this information is not routinely provided by ceding companies for every treaty. Consequently, actuarial methods
utilizing this information generally cannot be relied upon by us in our loss reserve estimation process. As aresult,
for much or our business, the separate analysis of frequency and severity loss activity underlying overall loss
emergence trends is not practical. Generally, we rely on BF and loss ratio methods for estimating ultimate loss
liabilities for more recent treaty years. These methodologies, at least in part, apply a loss ratio, determined from
aggregated analysis of intemally developed pricing trends across reserve cells, to premium earned on that business.
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Adjustments to premium estimates generate appropriate adjustments to ultimate loss estimates in the quarter in
which they occur using the BF and loss ratio methods. To estimate losses for more mature treaty years, we generally
rely on the incurred loss development methodology, which does not rely on premium estimates. In addition, we may
use other methods to estimate liabilities for specific types of claims. For property catastrophe losses, we may utilize
vendor catastrophe models to estimate ultimate loss soon after a loss occurs, where loss information is not yet
reported to us from cedants. The provision for asbestos loss liabilities is established based on an annual review of
internal and external trends in reported loss and claim payments. IBNR is determined by subtracting the total of paid
loss and case reserves including ACRs from uliimate loss.

We complete comprehensive reserve reviews, which include a reassessment of loss development and expected
loss ratio assumptions, on an annual basis. The results of these reviews are reflected in the peried they are completed.
Quarterly, we compare actual loss emergence to expectations established by the comprehensive loss reserve review
process. In the event that loss trends diverge from expected trends, we may have to adjust our reserves for losses and
LAE accordingly. Any adjustments will be reflected in the periods in which they become known, potentially resulting
in adverse or favorable effects to our financial results. We believe that the recorded estimates represent the best
estimate of unpaid losses and LAE based on the information available at December 31, 2007,

Our most significant assumptions underlying our estimate of losses and LAE reserves are as follows: (i) that
historical loss emergence trends are indicative of future loss development trends; (ii) that internally developed
pricing trends provide a reasonable basis for determining loss ratio expectations for recent underwriting years; and
(iii) that no provision is made for extraordinary future emergence of new classes of loss or types of loss that are not
sufficiently represented in our historical database or that are not yet quantifiable if not in our database.

We reported net adverse development for prior years of $40.5 million, $139.9 million, and $172.7 million for
the years ended December 31, 2007, 2006, and 2003, respectively. The increases in prior year loss estimates for
these periods were due to a reevaluation of loss reserve assumptions principally related to United States casualty
business, including asbestos, written prior to 2002, Our actual loss emergence reported in 2007, 2006, and 2005 for
United States casualty business written prior to 2002 was generally greater than expectations, which were based on
historical loss emergence information available prior to 2007, 2006, and 2005, respectively. Upon consideration of
this new loss emergence information received during 2007, 2006, and 2005, we revised the loss development
assumptions used in our United States casualty business loss reserving analyses, which had the effect of increasing
our loss estimates for this business.

The ultimate settlement value of losses and LLAE related to business written in prior periods, for the years ended
December 31, 2007, 2006, and 2005, exceeded our estimates of reserves for losses and LAE as previously
established at December 31, 2006, 2005, and 2004 by 0.9%, 3.6%, and 5.4%, respectively. Any future impact to
income of changes in losses and LAE estimates may vary considerably from historical experience. Our estimates of
ultimate loss exposures are based upon the information we have available at any give point in time and our
assumptions based upon that information. Every 1% point difference in the ultimate settlement value of loss
exposures compared to our estimate of reserves for losses and LAE as of December 31, 2007 will impact pre-tax
income by $44.8 million.

If a change were to occur in the frequency and severity of claims underlying our December 31, 2007 unpaid
losses and LAE, the approximate change in pre-tax income would be as foliows (in millions):

Decrease in
Pre-tax
Income
1.00% unfavorable change . . ... ..... ... ..... e e $ 448
2.50% unfavorable change . . . ... .. . L e e 112.0
5.00% unfavorable change . . . ... ... . . L 224.0

Historically, our actual results have varied considerably in certain instances from our estimates of losses and
LAE because historical loss emergence trends have not been indicative of future emergence for certain segments of
our business. In recent years, we experienced loss emergence, resulting from a combination of higher claim
frequency and severity of losses, greater than expectations that were established based on a review of prior years’
loss emergence trends, particularly for business writlen in the late 1990s and early 2000s. General liability and
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excess workers’ compensation classes of business during these years were adversely impacted by the highly
competitive conditions in the industry at that time. These competitive conditions resulted in price pressure and
relatively broader coverage terms, thereby affecting the ability of standard actuarial techniques to generate reliable
estimates of ultimate loss. Similarly, directors’ and officers’ professional liability lines were impacted by the
increase in frequency and severity of claims resulting from an increase in shareholder lawsuits against corporations
and their officers and directors, corporate bankruptcies and other financial and management improprieties in the
1990s and early 2000s.

The following table provides detail on net adverse (favorable) loss and LAE development for prior years, by
division, for the years ended December 31, 2007, 2006, and 2005 (in millions):

2007 2006 2005
AETICAS © o v v et e e e e e ettt r et e e e i e 51431  $212.7  $2132
BUTOASIA . .. it et e e (6.9) (9.0} 8.7
London Market. . . ... .. it e e s (57.0) (24.8) (22.8)
US. InSUrance . ... .. r i it ittt i 38.7) (39.0) (9.0)
Totai loss and LAE development . . .. ....................... $ 405 $1399 §172.7

The Americas division reported net adverse loss development for prior years of $143.1 million, $212.7 million,
and $213.2 million for the years ended December 31, 2007, 2006, and 2005, respectively. For the year ended
December 31, 2007, the increase in prior year loss estimates included an increase of $11.7 million related to prior
period catastrophe activity, principally due to increased loss estimates on Hurricanes Katrina and Wilma. In
addition, asbestos and environmental loss estimates were increased by $77.4 million, principally atiributable to the
annual review of these exposures. The remaining net adverse loss development on prior years of $54.0 million
included $21.2 million related to setttement of litigation during the third quarter, with the remainder principally
attributable to increased loss estimates due to loss emergence greater than expectations during the year on
U.S. casualty business. For the year ended December 31, 2006, the increase in prior year loss estimates included an
increase of $43.0 million related to prior period catastrophe activity, principally due to an increase in loss estimates
on marine business for Hurricane Rita and the triggering of industry loss warranty contracts written by us for
Hurricane Wilma due to unexpected deterioration in industry-wide Wilma loss estimates as well as unexpected loss
emergence on Florida proportional property accounts in the period. In addition, asbestos loss estimates were
increased by $27.1 million, principally attributable to the annual review of this exposure. The remaining net adverse
loss development on prior years of $142.6 million was principally attributable to increased loss estimates due to loss
emergence greater than expectations during the period on U.S. casualty business. For the year ended December 31,
2005, the increase in prior year loss estimates included an increase of $5.9 million related to prior period catastrophe
activity, principally due to greater than expected loss emergence on the 2004 Florida Hurricanes, and $41.2 million
for increased asbestos loss estimates, principally attributable to the annual review of this exposure. The remaining
net adverse loss development on prior years of $166.1 million was principally attributable to loss emergence greater
than expectations during the period on U.S. casualty business. Competitive market conditions and an increase in
corporate improprieties and bankruptcies during the late 1990s and early 2000s have adversely impacted our ability
to estimate losses and LAE in recent calendar years attributable 1o U.S. casualty business written in the period. In
particular, U.S. casualty business written in the late 1990s and carly 2000s has generated unexpectedly prolonged
emergence patterns as a result of an increasing level of deductibles, expanded coverage and expanded policy terms.

The EuroAsia division reported net favorable loss development for prior years of $6.9 million, $9.0 million,
and $8.7 million for the years ended December 31, 2007, 2006 and 2005, respectively. For the year ended
December 31, 2007, the reduction in prior year loss estimates was principally attributable to favorable loss
emergence on credit and miscellaneous property lines of business, partially offset by increased loss estimates on
motor and liability exposures in the period. For the year ended December 31, 2006, the reduction in prior year loss
estimates was driven by favorable loss emergence on property catastrophe, marine and credit lines of business in the
period. For the year ended December 31, 2005, the reduction in prior year loss estimates was principally attributable
1o favorable loss emergence on liability and bond exposures, partially offset by adverse development on prior year
catastrophes of $7.4 million predominantly attributable to unexpected loss emergence in the period resulting from
Typhoon Songda and the Indonesian earthquake and resulting tsunami.
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The London Market division reported net favorable loss development for prior years of $57.0 million,
$24.8 million, and $22.8 million for the years ended December 31, 2007, 2006, and 2005, respectively. For the year
ended December 31, 2007, the reduction in prior year loss estimates was principally attributable to favorable loss
emergence on liability, property catastrophe, and other miscellaneous property lines of business in the period. For
the year ended December 31, 2006, the reduction in prior year loss estimates was principally related to favorable
loss emergence on satellite, accident and health, non-catastrophe property, and aviation exposures, partially offset
by $3.6 million of net adverse loss development on prior period catastrophe losses in the period. For the year ended
December 31, 2003, the reduction in prior year loss estimates was principally due to favorable loss emergence on
aviation, satellite and non-catastrophe property exposures, partially offset by $1.7 million of net adverse loss
development on prior period catastrophe losses in the period.

The U.S. Insurance division reported net favorable loss development for prior years of $38.7 million,
$39.0 million, and $9.0 million for the years ended December 31, 2007, 2006, and 2005, respectively. For the
years ended December 31, 2007 and 2006, the reduction in prior year loss estimates was principally due to favorable
loss emergence on medical malpractice business in each period. For the year ended December 31, 2005, the
reduction in prior year loss estimates was principally related to loss emergence less than expectations for medical
malpractice and general liability business in the period.

Estimates of reserves for unpaid losses and LAE are contingent upon legislative, regulatory, social, economic
and legal events and trends that may or may not occur or develop in the future, thereby affecting assumptions of
claim frequency and severity. Examples of emerging claim and coverage issues and trends in recent years that could
affect reserve estimates include developments in tort liability law, legislative attempts at asbestos liability reform,
an increase in shareholder derivative suits against corporations and their officers and directors, and increasing
governmental involvement in the insurance and reinsurance industry. The eventual outcome of these events and
wrends may be different from the assumptions underlying our loss reserve estimates. In the event that loss trends
diverge from expected trends during the period, we adjust our reserves to reflect the change in losses indicated by
revised expected loss trends. On a quarterly basis, we compare actual emergence of the total value of newly reported
losses to the total value of losses expected to be reported during the period and the cumulative value since the date of
our last reserve review. Variation in actual loss emergence from expectations may result in a change in our estimate
of losses and LAE reserves. Any adjustments will be reflected in the periods in which they become known,
potentially resulting in adverse or favorable effects to our financial results. Changes in expected claim payment
rates, which represent one component of losses and LAE emergence, may impact our liquidity and capital
resources, as discussed below in “Liquidity and Capital Resources.”
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The following tahle summarizes, by type of reserve, the unpaid losses and LAE reserves as of December 31,
2007 and 2006, Case reserves represent unpaid claim reports provided by cedants to us plus additional reserves
determined by us. IBMR is the estimate of unreported loss liabilities established by us.

As of December 3,
2007 2006

Case Total Case Total
Reserves IBNR Reserves Reserves IBNR Reserves

(In millions)

Americas
Or0SS oo vt ee e $1,5126 $1,2958 $2.8084 S51,661.5 §$1,2850 $2.9465
Ceded............ ... .. ... ... (211.3) (120.8) (341.1) (292.1) (1357 (421.8)
- 1,301.3 1,166.0 2,467.3 1,369.4 1,149.3 2,518.7
EuroAsia
GrOSS & ot et e e 3984 262.9 661.3 3223 258.5 580.8
Ceded.......... ... ... .. 3.7) {1.1) 4.8) (3.4) (1.8) (5.2)
|\ [~ S 3947 261.8 656.5 3189 256.7 575.6
London Market
Gross ... ci i 357.5 675.5 1,033.0 395.2 649.8 1,045.0
Ceded......... ...y (57.2) (68.9) (126.1) {67.4) {69.5) (136.9)
Net. . o i e e e 300.3 606.6 906.9 327.8 580.3 908.1
U.S. Insurance
L€ (47 J U 162.9 4535 6164 160.6 409.2 569.8
Ceded. . .......... ..ot (36.9) (134.6) (171.5) (48.2) (120.9) (169.1)
Net.......coi .. 126.0 318.9 4449 112.4 288.3 400.7
Total
GroSS o v i et v i it 2431.4 2,687.7 5,119.1 2,539.6 2,602.5 5,142.1
Ceded. ............. ... (309.1) (334.4) (643.5) (411.1) (327.9) (739.0)
0 $2,122.3 $2,3533  $4475.6 $2,1285  $2,2746  $4,403.1

The provision for IBNR in unpaid losses and LAE as of December 31, 2007 was $2,353.3 million. For
illustration purposes, a change in the expected loss ratio for recent treaty years that increases the year ended
December 31, 2007 calendar year loss ratio by 2.5 loss ratio points would increase IBNR by $53.0 million. A change
in loss emergence trends that increases unpaid losses and LAE at December 31, 2007 by 2.5% would increase IBNR
by $112.0 million.

We have exposure to asbestos, environmental pollution and other latent injury damage claims resulting from
contracts written by Clearwater prior to 1986. Exposure arises from reinsurance contracts under which we assumed
liabilities, on an indemnity or assumption basis, from ceding companies, primarily in connection with general
liability insurance policies issued by such ceding companies. Our estimate of our ultimate liability for such
exposures includes case basis reserves and a provision for IBNR claims. The provision for asbestos loss liabilities is
established based on an annual review of Company and external trends in reported loss and claim payments, with
monitoring of emerging experience on a quarterly basis.

Estimation of ultimate asbestos and environmental liabilities is unusvally complex due to several factors
resulting from the long period between exposure and manifestation of these claims. This lag can complicate the
identification of the sources of asbestos and environmental exposure, the verification of coverage and the allocation
of liability among insurers and reinsurers over multiple years. This lag also exposes the claim settlement process to
changes in underlying laws and judicial interpretations. There continues to be substantial uncertainty regarding the
ultimate number of insureds with injuries resulting from these exposures.
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In addition, other issues have emerged regarding asbestos exposure that have further impacted the ability to
estimate ultimate liabilities for this exposure. These issues include an increasingly aggressive plaintiffs’ bar, an
increased involvement of defendants with peripheral exposure, the use of bankruptcy filings due to asbestos
liabilities as an attempt to resolve these liabilities to the disadvantage of insurers, the concentration of litigation in
venues favorable to plaintiffs, and the potential of asbestos litigation reform at the state or federal level.

We believe that these uncertainties and factors make projections of these exposures, particularly asbestos,
subject to less predictability relative to non-environmental and non-asbestos exposures. Current estimates, as of
December 31, 2007, of our asbestos and environmental losses and LAE reserves, net of reinsurance, are
$222.4 million and $34.5 million, respectively. See Note 8 to the consolidated financial statements for additional
historical information on losses and LAE reserves for these exposures.

The following table provides the gross and net asbestos and environmental losses and LAE incurred for the
years ended December 31, 2007, 2006 and 2005 (in millions):

2007 2006 2005

Asbestos

Grosslossesand LAE incurred . . . ... ... ... .. .. .. ... .. ... $86.0 $62.4 §542
Netlossesand LAEincurred ........... ... .. ... ... . . ... ... ... 63.0 27.1 41.2
Environmental ’
Grosslossesand LAE incurred . . ... ..o L %142 (06 %97
Netlossesand LAE incurred . ... ...... .. ... ... ... ... ...... 14.5 2.2) (0.9)

The number of asbestos claims, with case reserves, as of December 31, 2007 was 1,554, amounting to
$216.8 million in gross case losses and LAE reserves. The largest 10 reported claims accounted for 14.9% of the
gross case reserves, with an average reserve of $3.2 million. The number of asbestos claims, with case reserves, as
of December 31, 2006 was 1,553, amounting to $228.5 million in gross case losses and LAE reserves. The largest 10
reported claims accounted for 15.2% of the gross case reserves, with an average reserve of $3.5 million. Gross case
reserves decreased in 2007, as newly reported claims and additional reported reserves on existing claims were less
than claim payments in the vear. Based on an aggregation of claims by insured, our 10 largest insured involvements
accounted for 42.3% of our gross case reserves as of December 31, 2007, compared to 42.7% as of December 31,
2006. Net losses and LAE for the year ended December 31, 2007 for asbestos claims were increased by
$63.0 million, principally attributabie to the annual review of this exposure.

The number of environmental claims, with case reserves, as of December 31, 2007 was 603, amounting to
$29.8 million in gross case losses and LAE reserves. The largest 10 reported claims accounted for 30.5% of the
gross case reserves, with an average case reserve of $0.9 million. The number of environmental claims, with case
reserves, as of December 31, 2006 was 738, amounting to $28.9 million in gross case losses and LAE reserves. The
largest 10 reported claims accounted for 28.0% of the gross case reserves, with an average case reserve of
$0.8 million. Overall gross case reserves increased in 2007, as newly reported claims and additional reported
reserves on existing claims more than offset case reserve reductions associated with claim payments in the year. The
environmental open claim count decreased by 133, or 18.0%, during calendar year 2007 due to the closing of many
small case reserved claims not expected to generate a payment based on the most recent information available 1o us.
Based on an aggregation of claims by insured, our 10 largest insured involvements accounted for 47.0% of our gross
case reserves as of December 31, 2007, compared to 45.7% as of December 31, 2006. Net losses and LAE for the
year ended December 31, 2007 for environmental claims were increased by $14.5 million, principally attributable
to the annual review of this exposure.
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The following takle provides gross asbestos and environmental outstanding claim information for the years
ended December 31, 2007 and 2006 (in millions):

As of December 31,

2007 2006
Aggregate % of Total Average Aggregate % of Total Average
Case Case Case Case Case Case
Count  Reserves Reserves  Reserves Count  Reserves Reserves  Reserves
Asbestos
By Claim
Largest 10 claims. ....... 10 % 324 14.9%  $3.2 10§ 347 152% $3.5
All other claims, with case
TESEIVES . . ... vu.vunnn 1,544 184.4 85.1 0.1 1,543 193.8 84.8 0.1
Total ................. 1,554 $216.8 100.0%  $0.1 1,553 §$228.5 100.0%  $0.1
By Insured
Largest 10 insureds ... ... 10 $918 423% $9.2 16§ 975 27% $9.8
All other insureds. . ...... 314 125.0 57.7 04 300 131.0 57.3 04
Total ................. 324  $216.8 100.0% $0.7 310 $228.5 100.0%  $0.7
Environmental
By Claim
Largest 10 claims........ 10 % 9l 305% %09 10 % 8.1 28.0%  $0.8
All other claims, with case
[ESEIVES . . . ... vvn.an 595 20.7 69.5 01 728 20.8 72.0 0.1
Total ................. 605 $ 298 100.0%  $0.1 738 § 289 100.0%  $0.1
By Insured
Largest 10 insureds ... ... 10 $ 140 47.0% $1.4 10 § 132 457% 313
All other insureds. . . ..... 265 15.8 53.0 0.1 375 15.7 54.3 0.1
Total ................. 275 % 29.8 100.0%  $0.1 385 §$ 289 100.0%  $0.1

In the event that loss trends diverge from expected trends, we may have to adjust our reserves for asbestos and
environmental exposures accordingly. Any adjustments will be reflected in the periods in which they become
known, potentially resulting in adverse effects on our financial results. Due to the uncertainty involving estimates of
ultimate asbestos and environmental exposures, management does not attempt to produce a range around its best
estimate of loss.

Reinsurance and Retrocessions

We purchase reinsurance to increase our aggregate premium capacity, to reduce and spread the risk of loss on
our insurance and reinsurance business and to limit our exposure to multiple claims arising from a single
occurrence. We are subject to accumulation risk with respect to catastrophic events involving multiple contracts.
To protect against this risk, we purchase catastrophe excess of loss reinsurance protection. The retention, the level of
capacity purchased, the geographical scope of the coverage and the costs vary from year to year. Specific
reinsurance protections are also placed to protect selected portions of our business outside of the United States. Qur
catastrophe excess of loss reinsurance protection available for losses in the United States for 2005 was exhausted by
Hurricanes Katrina, Rita and Wilma during the year ended December 31, 2005.

We seek to limit the probable maximum loss to a specific level for severe catastrophic events. Currently, we
generally seek to limit the probable maximum loss, after tax, including the effect of reinsurance protection and
applicable reinstaternent premiums, to a maximum of approximately 15% of statutory surplus for a severe
catastrophic event in any geographic zone that could be expected to occur once in every 250 years, although
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this can change based on market opportunities. There can be no assurances that we will not incur losses greater than
15% of our statutory surplus from cne or more catastrophic events due to the inherent uncertainties in estimating the
frequency and severity of such events, the margin of error in making such determinations resulting from potential
inaccuracies and inadequacies in the data provided by clients and brokers, and the modeling techniques and the
application of such techniques.

When we purchase reinsurance protection, we cede to reinsurers a portion of our risks and pay premiums based
upon the risk and exposure of the policies subject to the reinsurance. Although the reinsurer is liable to us for the
reinsurance ceded, we retain the ultimate liability in the event the reinsurer is unable to meet its obligation at some
later date.

Reinsurance recoverables are recorded as assets, based on our evaluation of the retrocessionaires’ ability to
meet their obligations under the agreements. Premiums written and earned are stated net of reinsurance ceded in the
consolidated statements of operations. Direct, reinsurance assumed, reinsurance ceded and net amounts (in
millions) for these items follow:

Year Ended December 31,

2007 2006 2005

Premiums Written

DHTECt . . oo P $ 7368 $ 7121 §$ 7633

Add: assumed . ... ... ... 1,5459 1,623.6 1,863.7

Less:ceded. . ... ... .. 193.3 174.8 325.3

=5 SR $2,0894  $2,160.9 $2,301.7
Premiums Earned

Direct . . e e $ 738.1 § 7289 § 7372

Addiassumed . ... ... .. .. e 1,566.4 1,706.6 1,873.1

Lessiceded. . ... ... .. 184.0 209.7 333.5

Nt . o ottt e e e e e e e $2,120.5 $2,225.8 $2,276.8

The total amount of reinsurance recoverables on paid and unpaid losses as of December 31, 2007 and 2006 was
$726.6 million and $798.8 million, respectively. We have established a reserve for potentially uncollectible
reinsurance recoverables based upon an evaluation of each retrocessionaire and our assessment as to the
collectability of individual balances. The reserve for uncollectible recoverables as of December 31, 2007 and
2006 was $44.4 million and $42.5 million, respectively, and has been netted against reinsurance recoverables on
loss payments. We have also established a reserve for potentially uncollectible assumed reinsurance balances of
$1.5 million and $1.9 million as of December 31, 2007 and 2006, respectively, which has been netted against
premivms receivable.

Our reinsurance protection, which covered certain amounts of our 1995 and prior unpaid losses and loss
adjustment expenses (the “1995 Stop Loss Agreement”), provided by nSpire Re Limited (“nSpire Re™), a wholly-
owned subsidiary of Fairfax, was commuted effective September 29, 2006, for consideration of $63.2 miilion. In
accordance with the terms of the commutation agreement, we commuted ceded loss reserves of $71.8 million,
resulting in a pre-tax commutation loss of $5.5 million for the year ended December 31, 2006. The 1995 Stop Loss
Agreement was originally entered into with Skandia Insurance Company Ltd. (“Skandia™) in conjunction with the
purchase of Clearwater in 1996. Pursuant to the agreement, we paid a premium of $60.5 million in 1995 for
protection of $175.0 million in excess of Clearwater’s December 31, 1995 reserves for net unpaid losses and loss
adjustment expenses and reserves for uncollectible reinsurance. In January 1999, the liabilities under the contract
were assigned by Skandia to nSpire Re for $97.0 million in consideration. Following the assignment to nSpire Re,
we accounted for the 1995 Stop Loss Agreement as retroactive reinsurance. Accordingly, losses ceded under the
contract in excess of $97.0 million in the aggregate had been recorded as a deferred gain rather than as a benefit in
the applicable periods. The deferred gain had been amortized into income over the estimated remaining settlement
period of the underlying claims. As of December 31, 2005, we have utilized the full limit of $175.0 million under
the 1995 Siop Loss Agreement. We ceded losses of $17.5 million to the 1995 Stop Loss Agreement for the year
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ended December 2005, resulting in income of $11.3 million ($7.3 million after tax). There were no cessions to this
agreement in 2006. We received $78.0 million in cash from nSpire Re on March 29, 2006, which reduced the
outstanding recoverable. As the $78.0 million was received in advance of the payment of the underlying claims by
us, it is included as an adjustment to net unpaid losses and loss adjustment expenses, which increased by
$78.0 million. In connection with the receipt of this cash, we have recognized $19.3 million ($12.5 million after tax})
of the cumulative deferred gain, an increase of $17.9 million ($11.7 million after tax) over the anticipated deferred
gain amortization, as a reduction in losses and loss adjustment expenses.

For years ending December 31, 2001 and prior, we utilized whole account aggregate excess of loss
retrocessional coveraze (“Whole Account Excess of Loss Agreements”) to manage our exposures, including
catastrophic occurrences and the potential accumulation of exposures. As further discussed below, during the
second quarter of 2006, we commuted certain Whole Account Excess of Loss Agreements. In addition, Whole
Account Excess of Loss Agreements were purchased covering underwriting years 2002 through 2004 though no
losses were ceded to these coverages. The Whole Account Excess of Loss Agreements are broad in coverage, and
include property and casualty insurance and reinsurance business written on a worldwide basis, as applicable.
Classes of business excluded from coverage primarily include non-traditional business. In each calendar year, we
have the ability to cedz losses attributable to certain prior periods to the Whole Account Excess of Loss Agreements
to the extent there are limits remaining for the period. These agreements cover business written or incepting during a
defined period of time (underwriting year), which is typically twelve months, or in other cases, business earned
during a defined period of time (accident year). The Whole Account Excess of Loss Agreements were purchased on
an underwriting year basis for 1996 through 2004 and on an accident year basis for 1994 and 1995. Accident year
agreements were also purchased to supplement the 1996 and 1997 underwriting year agreements. All of these
Whole Account Excess of Loss Agreements covering prior underwriting and accident years have been commuted
except for two agreements covering underwriting years 2000 and 2001. Loss cession limits on these two covers still
outstanding have been fully utilized. Each agreement provides for recoveries from the retrocessionaires, subjecttoa
limit, in the event that the net subject business results in a composite ratio (the sum of the commission and loss
ratios), in excess of a specified attachment point. The attachment point is net of other inuring third party
reinsurance. The premium paid, net of commission, by us is calculated based on a contractual fixed rate that is
applied to the total premiums covered by the retrocession agreements. Each agreement includes a provision for
additional premivm, subject to a maximum, based on the amount of loss activity under the agreement. Reinsurance
recoverables on paid and unpaid losses are fully secured by letters of credit or funds held by us.

During the second quarter of 2006, we commuted certain Whole Account Excess of Loss Agreements for total
consideration of $80.6 million through the settiement of funds held under reinsurance contracts (included as a
liability on our consolidated balance sheet) and the receipt of cash from the reinsurer, net of the settlement of
outstanding commissions receivable. During the second quarter of 2006, the commutation of these contracts
decreased our paid and unpaid reinsurance recoverables as of December 31, 2005 by $71.0 million. This
commutation covered all outstanding Whole Account Excess of Loss Agreements applicable to underwriting
and accident years 1999 and prior as well as the reinsurer’s participation on underwriting years 2000 and 2001.

The following table shows the amount of loss and LAE attributable to each coverage period ceded to the Whole
Account Excess of Loss Agreements for the years ended December 31, 2007, 2006 and 2005 (in millions):

Coverage Period 2007 2006 . 2005
PHIOr YEATS . . ot ittt et e e et e e $ — $— 323
2000 underwriting Year . . . ... .. e e 0.1 02 2.4
2001 underwriting YEar . ... ... ottt _— 95 _le4
Ot . e e $(0.1) $9.7 16.5

The maximum coverage available under the Whole Account Excess of Loss Agreements is based on a
proportion of net premiums earned during each of the coverage periods, subject to a predetermined aggregate limit.
The maximum coverage available will increase or decrease as premium adjustments applicable to a particular
coverage period, if any, are recognized. The attachment point represents the aggregate amount of losses, and in
certain cases, acquisition costs, expressed as a proportion of net premiums earned, that will be retained by us. Losses
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attributable to business written during a particular period in excess of the attachment point, subject to a maximum
limit, are ceded to the reinsurer. The following table provides a summary of the significant terms of the Whole
Account Excess of Loss Agreements that were in effect as of December 31, 2007 (in millions):

Coverage Period Attachment Basis Aggregate Limit Remaining Limit Attachment Point
2000 underwriting year, ., .......... Composite ratio $69.1 .04 90.6%
2001 underwriting year. .. ......... Composite ratio 85.4 — 30.4%

The following table provides a summary of the cumulative experience, including the income (loss) before
income taxes, for two agreements in force at December 31, 2007, in each case since inception (in millions):

Ceded Ceded Ceded Net Income

Earned Acquisition  Loss and  Underwriting  Interest  Before Income
Coverage Period Premium Costs LAE Income Expense Taxes
2000 underwriting year. .  $45.9 3164 $68.7 $39.2 $24.1 $15.1
2001 underwriting year. . 56.7 15.2 854 439 30.6 13.3

The Whole Account Excess of Loss Agreements provide that we may withhold a significant portion of the
premium payable to the retrocessionaires in funds held accounts, which, under certain circumstances, may be set-
off against the retrocessionaires’ losses and other obligations owed to us. These funds are shown as a liability in our
consolidated balance sheets as funds held under reinsurance contracts. [nterest on the funds held account, calculated
using a contractual fixed interest rate of approximately 7.0% for those agreements with amounts ceded, is credited
quarterly by us, which results in an increase in the funds held account balance and is recorded as an expense,
reducing our investment income. Loss payments are deducted from the funds held account balance, which reduces
the liability as such payments are made.

In addition to the Whole Account Excess of Loss Agreements, we entered into a three-year aggregate excess of
loss reinsurance contract protecting our United States facultative casualty business for underwriting years 1998
through 2000 (“Facultative Excess of Loss Agreement”) which indemnified us for losses in excess of an annual
retention, subject to an annual limit of liability. During December 2006, we entered into a commutation and release
agreement related to this contract, pursuant to which all rights, obligations and liabilities were fully and finally
settled. As a result of the commutation, a pre-tax ioss of $1.4 million was recognized. Additionally, reinsurance
recoverables were reduced by $16.1 million for the year ended December 31, 2006. The aggregate limit for
underwriting years 1998, 1999 and 2000 was equal to 40% of our total facultative net premiums written, subject to a
minimum annual dollar limit of $7.4 million, and a maximum annual dollar limit of $18.5 million. The aggregate
limit of liability is $41.6 million across all years, which has been fully utilized. The retention in each year was equal
to the greater of $9.3 million or 51.0% of the subject written premium income, together with amounts contributed to
a loss payment account under the agreement. We maintained a loss payment account for the benefit of the reinsurer,
equal to 18.5% of the subject written premium income for underwriting year 1998, and 18.9% for 1999 and 2000. A
minimum interest credit is applied to the loss payment account, equal to the one year U.S. Treasury Bill yield plus
75 basis points. As of December 31, 2006, the loss payment account had a zero balance. The principal reinsurer
under these agreements is Hannover Reinsurance — Ireland Ltd.

The income (loss) before income taxes reflected in our consolidated statements of operations related to our
Whole Account and Facultative Excess of Loss Agreements for the years ended December 31, 2007, 2006, and 2005
is as follows (in millions):

2007 2006 2005

Ceded earned premium. .. . ... .. ... $02 %17 3139
Ceded acquisition costs. . ... .. ... . i e e 27 1.5 53
Ceded lossesand LAE . . ... ... ... . i i, 0.1} 8.3 18.7
Net underwriting income ... .. .. ... ittt i e 2.8 8.1 10.1
INterest EXPeNSe . . .\ttt e e e e, (7.1) 8.7 (18.6)
Loss before INCOME taXeS . . . . o vttt e et oot e e e e $4.3) $(06) $ (8.9




We have recordedl interest expense associated with other ceded reinsurance agreements, and not reflected in
the table above, of $975 thousand, $571 thousand and $485 thousand for the years ended December 31, 2007, 2006
and 2005, respectively.

As indicated by the table above, for the years ended December 31, 2007, 2006 and 2005, we ceded
$(0.1) million, $8.3 million and $18.7 million, respectively, of losses and LAE, primarily to the 2001 aggregate
excess of loss treaty. The increases in losses ceded to our Whele Account and Facultative Excess of Loss
Agreements, for the vears ended December 31, 2006 and 2005, were primarily attributable to adverse loss
development on casualty business written in 2001. Losses ceded to our Whole Account and Facultative Excess of
Loss Agreements were minimal in 2007 and represented 1.1% of our pre-tax incore in 2006 and 10.3% of our pre-
tax loss in 2005.

The reinsurance recoverables on paid and unpaid losses related to the 2000 and 2001 underwriting years Whole
Account Excess of Loss Agreements are $74.0 million and $122.2 million as of December 31, 2007 and 2006,
respectively. Funds held under reinsurance contracts, related to these agreements, shown as a liability on our
consolidated balance sheets, reflect $58.1 million and $83.4 million as of December 31, 2007 and 2006,
respectively. Other collateral related to these agreements is $33.6 million and $43.2 million as of December 31,
2007 and 2006, respectively.

Deferred Income Taxes

We record deferred income taxes as net assets or liabilities on our consolidated balance sheets to reflect the net
tax effect of the temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and their respective tax bases. As of December 31, 2007 and 2006, a net deferred tax asset of $32.3 million
and $185.0 million, respectively, was recorded. In recording this deferred tax asset, we have made estimates and
judgments that future taxable income will be sufficient to realize the value of the net deferred tax asset. Accordingly,
deferred tax assets have not been reduced by a valuation allowance, as management believes it is more likely than
not that the deferred tax assets will be realized.

Investments

On a quarterly basis, we review our investment portfolio for declines in value, and specifically consider
securities, the fair values of which have declined to less than 80% of their cost or amortized cost at the time of
review. Generally, a change in the market or interest rate environment does not constitute an impairment of an
investment, but rather a temporary decline in value. Temporary declines in investments will be recorded as
unrealized depreciation in accumulated other comprehensive income. If we determine that a decline is “oth-
er-than-temporary,” the cost or amortized cost of the investment will be written down to the fair value and a realized
loss will be recorded in our consolidated statements of operations.

In assessing the value of our debt and equity securities held as investments, and possible impairments of such
securities, we review (i) the issuer’s current financial position and disclosures related thereto, (ii) general and
specific market and industry developments, (iii) the timely payment by the issuer of its principal, interest and other
obligations, (iv) the outlook and expected financial performance of the issuer, (v) current and historical valuation
parameters for the issuer and similar companies, (vi) relevant forecasts, analyses and recommendations by research
analysts, rating agencies and investment advisors, and (vii} other information we may consider relevant. In addition,
we consider our ability and intent to hold the security to recovery when evaluating possible impairments. Risks and
uncertainties are inherent in our other-than-temporary decline in value assessment methodology.

Risks and uncertainties include, but are not limited to, incorrect or overly optimistic assumptions about
financial condition or liquidity, incorrect or overly optimistic assumptions about future prospects, inadequacy of
any underlying collaterai, unfavorable changes in economic or social conditions and unfavorable changes in interest
rates.

63




Results of Operations
Year Ended December 31, 2007 Compared to Year Ended December 31, 2006
Underwriting Results

Gross Premiums Written. Gross premiums written for the year ended December 31, 2007 decreased by
$53.0 million, or 2.3%, to $2,282.7 million compared to $2,335.7 million for the year ended December 31, 2006, as
reflected in the following table (in millions):

Year Ended
) December 31, Change
Division 2007 2006 $ P
AMELICAS . .00ttt e $ 8349 § 9242 $(89.3) (9.7%
BUroASIa . ... e e 565.6 561.2 44 0.8
London Market. . ...... .. ... . ... ... iiiiin. 34969 340.7 9.2 2.7 _
US. Insurance ... .........tit i, 532.3 509.6 227 44
Total gross premiums written. . .. ... ................. $2,282.7  $2,335.7  $(53.0) (2.3)%

Total reinsurance gross premiums written for the year ended December 31, 2007 were $1,545.9 million
compared to $1,623.6 million for 2006, a decrease of 4.8%. Total insurance gross premiums written for the year
ended December 31, 2007, which includes our U.S. Insurance division, cur Lloyd’s syndicate and NICL, were
$736.8 million, compared to $712.1 million for 2006, an increase of 3.5%. For the year ended December 31, 2007,
total reinsurance gross premiums written represented 67.7% (69.5% in 2006) of our business and insurance
represented the remaining 32.3% (30.5% in 2006) of our business.

Americas. Gross premiums written in the Americas division for the year ended December 31, 2007 were
$834.9 million, a decrease of $89.3 million, or 9.7%, as compared to $924.2 million for the year ended December 31,
2006. These amounts represent 36.6% of our gross premiums written for the year ended December 31, 2007 and
39.6% in 2006. Gross premiums written across each geographic region of the Americas are as follows:

* United States — Gross premiums written of $650.6 million for the year ended December 31, 2007 decreased
$105.8 million, or 14.0%, compared to $756.4 million for the year ended December 31, 2006. The decrease
in the United States relates to all classes of business. Property business decreased by $44.2 million, or 23.0%,
to $148.1 million in 2007 from $192.3 million in 2006 as we reduced our proportional catastrophe exposed
business in certain peak zones. Treaty and facultative casualty business decreased by $52.0 million, or
10.3%, to $452.0 million in 2007 from $504.0 million in 2006 due to an increase in competitive market
conditions and the cancellation of certain business that did not meet our underwriting criteria. All other

" classes of business accounted for the remaining decrease of $9.6 million.

+ Latin America — Gross premiums written of $141.4 million for the year ended December 31, 2007
increased $6.5 million, or 4.8%, compared to $134.9 million for the year ended December 31, 2006. The
increase is primarily the result of increased writings of property facultative business on both a new and
renewal basis.

» Canada — Gross premiums written of $43.3 million for the year ended December 31, 2007 increased
$11.3 million, or 35.3%, compared to $32.0 million for the year ended December 31, 2006, due to the
cancellation in 2006 of certain treaties, which included the return of unearned premium to the ceding

" company.

EuroAsia. Gross premiums written in the EuroAsia division for the year ended December 31, 2007 were
$565.6 million, an increase of $4.4 million, or 0.8%, as compared to $561.2 million for the year ended December 31,
2006. These amounts represent 24.8% of our gross premiums written for the year ended December 31, 2007 and
24.0% in 2006. Included in the overall increase in gross premiums written is the impact of movements in foreign
exchange rates, which contributed approximately $19.0 million to the increase in 2007. Excluding the impact of
movements in foreign exchange rates, actual premiums for the calendar vear 2007 would have decreased by
$14.6 million. Property, marine and liability business increases were offset by decreases in motor business, accident
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and health, aviation and credit and bond business. Gross premiums written from property business, which represents
61.5% of EuroAsia in 2007, increased by $7.1 million, or 2.1%, for the year ended December 31, 2007 driven by
increases in the European and Middle East markets. The increase in marine business of $3.1 million, or 9.3%, and
liability business of $4.5 million, or 19.2%, is related to increases in new and renewal business throughout Europe.
Offsetting these increases are decreases in motor business of $5.4 million, or 6.3%, primarily related to European,
Middle East and Asia business, credit and bond business of $3.9 million or $7.0% related to the European market,
and accident and health and aerospace business of $0.2 million and $0.8 million, respectively.

London Market. Gross premiums written in the London Market division for the year ended December 31,
2007 were $349.9 million, an increase of $9.2 million, or 2.7%, as compared to $340.7 million for the year ended
December 31, 2006. These amounts represent 15.3% of our gross premiums written for the year ended December 31,
2007 and 14.6% in 2006. Included in the overall increase in gross premiums written is the impact of movements in
foreign exchange rates, which contributed approximately $20.0 million to the increase in 2007. Excluding the
impact of movements in foreign exchange rates, actual premiums for the calendar year 2007 would have decreased
by $10.8 million. Gross premiums written across each unit of the London Market division are as follows:

* London Branch — Gross premiums written of $145.3 million for the year ended December 31, 2007
increased $7.1 million, or 5.1%, compared to $138.2 million for the year ended December 31, 2006. Property
business increased $19.9 million, or 41.9%, due to increased writings on both a new and renewal basis.
Casualty business decreased by $5.6 million, or 19.7%, and marine and aerospace business decreased
$7.2 miliion, or 11.6% in 2007 compared to 2006, due to share reduction and non-renewal of business not
meeting our underwriting criteria.

» Newline and NICL — Gross premiums written of $204.6 million for the year ended December 31, 2007
increased $2.1 million, or 1.0%, compared to $202.5 million for the year ended December 31, 2006.

U.S. Insurance. Gross premiums written in the U.S. Insurance division for the year ended December 31, 2007
were $532.3 million, an increase of $22.7 million, or 4.4%, as compared to $509.6 million for the year ended
December 31, 2006. These amounts represent 23.3% of our gross premiums written for the year ended December 31,
2007 and 21.8% in 2006. Gross premiums written in our specialty insurance unit increased by $45.3 million, or
12.7%, offset by a decrease in medical malpractice business of $22.6 million, or 14.8%. Gross premiums writien
across each line of business is as follows:

« Professional liability, our largest class of business, gross premiums written increased $3.3 million, or 6.3%,
to $139.3 million for the year ended December 31, 2007, from $131.0 miilion for the year ended
December 31, 2006. This primarily resulted from expansion in the environmental specialists and architects
and engineers classes of business.

« Medical malpractice gross premiums written were $130.2 million for the year ended December 31, 2007, a
decrease of $22.6 million, or 14.8%, from $152.8 million for the year ended December 31, 2006. The
medical malpractice class of business is experiencing a softening market.

» Specialty liability increased $8.5 million to $90.3 million for the year ended December 31, 2007, from
$81.8 million for the year ended December 31, 2006. This increase resulted from higher production in
ongoing accounts.

= Property and package business increased $37.8 million to $68.5 million for the year ended December 31,
2007, from $30.7 million for the year ended December 31, 2006. This primarily resulted from new
agriculture business and offshore energy business.

s Commercial auto increased $16.8 million to $52.4 million for the year ended December 31, 2007, from
$35.6 million for the year ended December 31, 2006. This increase resulted from increased production of
Ongoing accounts.

* Our personal auto business, which primarily includes non-standard auto business written in California and
Florida, decreased $26.1 million, or 33.6%, to $51.6 million for the year ended December 31, 2007, from
$77.7 million for the year ended December 31, 2006. This decrease is primarily due to market conditions,
which has resulted in the non-renewal of several programs.
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Ceded Premiums Written. Ceded premiums written for the year ended December 31, 2007 increased by
$18.5 million, or 10.6%, to $193.3 million (8.5% of gross premiums written) from $174.8 million (7.5% of gross
premiums written) for the year ended December 31, 2006. Ceded premiums written in the EuroAsia division
increased by $4.8 million, reflecting an increase in property catastrophe premiums and motor business specific
retrocessions; the London Market division increased by $16.2 million, reflecting the purchase of additional primary
layer reinsurance; the U.S. Insurance division increased by $6.8 million, reflecting an increase in specific
retrocessions on its program business. These increases were offset by a decrease of $9.3 million in the Americas
division.

Net Premiums Written. Net premiums written for the year ended December 31, 2007 decreased by
$7L.5 million, or 3.3%, to $2.089.4 million from $2,160.9 million for the year ended December 31, 2006. Net
premiums written represent gross premiums written less ceded premiums written. Net premiums written decreased

over 2006 at a higher rate than gross premiums writlen, reflecting an increase in ceded premiums written during
2007.

Net Premiums Earned. Net premiums earned for the year ended December 31, 2007 decreased by
$105.3 million, or 4.7%, to $2,120.5 million, from $2,225.8 million for the year ended December 31, 2006.
Net premiums earned decreased in the Americas division by $133.2 million, or 13.7%, and in the London Market
division by $26.7 million, or 8.0%, offset by increases in the EuroAsia division of $1 .8 million, or 2.2%, and in the
U.S. Insurance division of $42.8 million, or 11.1%.

Losses and Loss Adjustment Expenses. Net losses and LAE decreased $75.8 million, or 5.1%, to
$1,408.4 million for the year ended December 31, 2007, from $1,484.2 million for the year ended December 31,
2006 as follows {in millions):

Year Ended
December 31, Change
2007 2006 § o
Gross losses and LAE incurred ... ................. $1,5143 $1.6314 $(117.1) (7.2)%
Less: ceded losses and LAE incurred . . .............. 105.9 147.2 (41.3) (28.1)
Net losses and LAE incurred . . .................... 51,4084 $14842 $ (758) GB.D%

The decrease in net losses and LAE incurred was principally retated to a decrease of $99.4 million in prior
period losses, to $40.5 million for the year ended December 31, 2007, from $139.9 million for the year ended
December 31, 2006, and a decline in net earned premium of $105.3 million. This decrease was partially offset by an
increase in current year catastrophe losses of $71.0 million. Losses and LAE for the year ended December 31, 2007
included $40.5 million attributable to prior years, which reflected unfavorable emergence of $0.9 million on prior
period catastrophe events. The remaining amount of prior period losses of $39.6 miltion in 2007 was predominantly
attributable to increased loss estimates on non-catastrophe business in the Americas division of $131.4 million,
which included $77.4 million for increased asbestos and environmental loss estimates, principaily attributable to the
annual review of these exposures, and $21.2 million related to settlement of litigation during the third quarter, with
the remainder principally due to loss emergence greater than expectations in the period on U.S. casualty business.
This increase was partially offset by reduced loss estimates due to loss emergence lower than expectations in the
period on non-catastrophe business written in the London Market, EuroAsia and U.S. Insurance divisions. Losses
and LAE for the year ended December 31, 2006 included $139.9 million attributable to prior years, which included
$42.6 million on prior period catastrophe events, principally due to an increase in loss estimates on marine business
for Hurricane Rita and the triggering of industry loss warranty contracts written by us for Hurricane Wilma due to
unexpected deterioration in industry-wide Wilma loss estimates as well as unexpected loss emergence on Florida
proportional property accounts in the period. The remaining amount of prior period losses of $97.3 million in 2006
was predominantly attributable to increased loss estimates on non-catastrophe business in the Americas division of
$169.7 million, which included $27.1 million for increased asbestos loss estimates, principally attributable to the
annual review of this exposure, with the remainder principally due to loss emergence greater than expectations in
the period on U.S. casualty business. This increase was partially offset by reduced loss estimates due to loss
emergence lower than expectations in the period on non-catastrophe business written in the London Market,
EuroAsia and U.S. Insurance divisions.
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Ceded losses and LLAE incurred for the year ended December 31, 2007 decreased by $41.3 million, or 28.1%,
to $105.9 million, from $147.2 million for the year ended December 31, 2006. This decrease was principally
attributable to a $21.6 million decrease in cessions to the Whole Account Excess of Loss Agreements and the 1995
Stop Loss Agreement, and a decrease of $16.3 million related to cessions on our casualty facultative business.

The loss and LAE ratio for the years ended December 31, 2007 and 2006 and the percentage point change for
each of our divisions and in total are as follows:

Diviston

Americas . ......... ... ..... ...
EuroAsia .....................
London Market. . ...............
US. Insurance .................

Total losses and LAE ratio . .......

Year Ended

December 31, Perl;::ir:‘l:lge
2007 2006 Change
........................ 78.6% 18.5% 0.1
........................ 64.2 60,3 39
........................ 49.0 54.7 (5.1
........................ 57.8 558 20
........................ 664% 667%  (0.3)

The following tables reflect total losses and LAE as reported for each division and include the impact of
catastrophe losses and prior period reserve development, expressed as a percentage of net premiums earned
{“NPE"}, for the years ended December 31, 2007 and 2006 (in millions):

Year Ended December 31, 2007

London
Americas EuroAsia Market U.S. Insurance Total
% of % of % of % of % of
$ NPE $ NPE $ NPE $ NPE 3 NPE

Total losses and LAE. . .. .. $661.5 78.6% $348.6 64.2% 51504 49.0% $2479 571.8% $1,408.4 664%
Catastrophe Losses:
2007 Events
Windstorm Kyrill .. ... ... — — 26.8 5.0 1.7 38 — — 385 1.8
Jakarta floods . ... ....... — — 5.6 1.0 — — — - 5.6 0.3
Cyclone Gonu, Oman. . . . .. — — 12.3 23 — — — — 12.3 0.6
UKfloods ............. — — — — 5.1 1.7 — — 5.1 0.2
Peru carthquake ......... 5.0 0.6 — — — — — — 5.0 0.2
Mexico flood in Tabasco . . . 10.0 1.2 — — — — — — 10.0 0.3
All other 2007 events. . . . .. 17.0 2.0 8.7 1.6 17 1.2 — — 294 1.4
Prior Period Events
Hurricanes Katrina, Rita and

Wilma —2005 ........ 6.6 0.8 — — 1.4y (0.5 (0.1) — 51 0.2
All other prior period

VENLS . . ..o 5.1 0.6 3.1y  (0.6) 62y (20 — — 4.2y (0.2
Total catastrophe losses .. .. 43.7 5.2 50.3 9.3 12.9 42 0.1} — 106.8 5.0
Prior period loss

development including

prior period catastrophe

losses. .. ............ $143.1 17.0% £ (69 (.2% $57.0) (186)% $(387) (9.00% $ 405 19%

67




Year Ended December 31, 2006

London
Americas EuroAsia Market U.S. Insurance Total
% of % of % of % of % of
$ NPE $ NPE $ NPE $ NPE $ NPE
Total losses and LAE. . . . .. $765.8 78.5% $3204 60.3% $182.5 54.7% $2155 55.8% $1,484.2 66.7%
Catastrophe Losses:
2006 Events . .. ......... 12.7 1.3 19.4 37 2.8 0.8 — — 349 1.6
Prior Period Events
Hurricanes Katrina, Rita and
Wilma—2005 ........ 358 37 0.2 — 12.2 37 1.2 03 49.4 22
All other prior period
evenls . ............. 7.2 0.7 42y (0.8) (8.6) (2.6 (1.2)  (0.3) 6.8) (0.3)
Total catastrophe losses . . . . 55.7 57 154 2.9 6.4 1.9 — — 71.5 3.5
Prior period loss
development including
prior period catastrophe
losses. .............. 52127 21.8% $ 000 (7% $(248) (4% $(39.0) (10.1H)% $ 1399 63%

Americas Division — Losses and LAE decreased $104.3 million, or 13.6%, to $661.5 million for the year
ended December 31, 2007, from $763.8 million for the year ended December 31, 2006. This resulted in a loss and
LAE ratio of 78.6% for the year ended December 31, 2007, compared to 78.5% for the year ended December 31,
2006. The decrease in losses and LAE was principally due to a decrease in prior period losses of $69.6 million and a
decline in net earned premium of $133.2 million, or 13.7%. Losses and LAE for the year ended December 31, 2007
included prior period losses of $143.1 million, which included $11.7 million for increased loss estimates on prior
period catastrophe events, principally attributable to Hurricanes Katrina and Wilma, $77.4 million for increased
asbestos and environmental loss estimates, principally attributable to the annual review of these exposures, and
$21.2 million related to settlement of litigation in the third quarter, with the remainder principally due to loss
emergence greater than expectations in the period on U.S. casualty business. Losses and LAE for the year ended
December 31, 2006 included prior period losses of $212.7 million, which included $43.0 mitlion for increased loss
estimates on prior period catastrophe events, principally attributable to Hurricanes Rita and Wilma. In addition,
asbestos loss estimates were increased by $27.1 million, principally attributable to the annual review of this
exposure. The remaining prior period losses of $142.6 million were principally attributable to loss emergence
greater than expectations in the period on U.S, casuaity business.

EuroAsia Division — Losses and LAE increased $28.2 mitlion, or 8.8%, to $348.6 million for the year ended
December 31, 2007, from $320.4 million for the year ended December 31, 2006. This resulted in a loss and LAE
ratio of 64.2% for the year ended December 31, 2007, compared to 60.3% for the year ended December 31, 2006.
This increase in losses and LAE was principally due to an increase in current year catastrophe losses of
$34.0 million, to $53.4 million for the year ended December 31, 2007 from $19.4 million for the year ended
December 31, 2006, of which $44.7 million relates to Windstorm Kyrill, Jakarta floods and Cyclone Gonu. Losses
and LAE for the year ended December 31, 2007 included a reduction in prior period losses of $6.9 million,
principally attributable to favorable loss emergence on credit and miscellaneous property lines of business, partially
offset by increased loss estimates on motor and liability exposures. Losses and LAE for the year ended Decem-
ber 31, 2006 included a reduction in prior period lasses of $9.0 million, principally due to favorable emergence on
property catastrophe, marine and credit lines of business in the period.

London Market Division — Losses and LAE decreased $32.1 million, or 17.6%, to $150.4 millien for the year
ended December 31, 2007, from $182.5 million for the year ended December 31, 2006. This resulted in a loss and
LAE ratio of 49.0% for the year ended December 31, 2007, compared to 54.7% for the year ended December 31,
2006, The decrease in losses and LAE was principally due to a reduction in prior period losses of $32.2 million anda
decline in net earned premium of $26.7 million, or 8.0%. For the year ended December 31, 2007, losses and LAE
included $16.8 million attributable to Windstorm Kyrili and floods in the United Kingdom and reflected a reduction
in prior period losses of $57.0 million, principally due to favorable emergence on liability, property catastrophe, and
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other miscellaneous property lines of business in the period. For the year ended December 31, 2006, losses and LAE
included a reduction of $24.8 million attributable to prior years, principally due to favorable emergence on satellite,
accident and health, non-catastrophe property, and aviation exposures in the period, and included a $3.6 million
increase on prior period catastrophe losses, principally Hurricane Rita.

U.S. Insurance Division — Losses and LAE increased $32.4 million, or 15.0%, to $247.9 million for the year
ended December 31, 2007, from $215.5 million for the year ended December 31, 2006. This resulted in a loss and
LAE ratio of 57.8% for the year ended December 31, 2007, compared to 55.8% for the year ended December 31,
2006. The increase in losses and LAE was principally related to an increase in net earned premium of $42.8 million,
or 11.1%. For the years ended December 31, 2007 and 2006, prior period losses decreased by $38.7 million and
$39.0 million, respectively, principally due to favorable emergence on medical malpractice business in each period.

Acquisition Costs.  Acquisition costs for the year ended December 31, 2007 were $437.3 million, a decrease
of $26.8 million or 5.8%, compared to $464.1 miltion for the year ended December 31, 2006. The resulting
acquisition expense ratio, expressed as a percentage of net premiums earned, was 20.6% for the year ended
December 31, 2007, compared to 20.9% for the year ended December 31, 2006, a decrease of 0.3 points. The
Americas and London Market divisions” acquisition ratios decreased by 1.1 and 1.4 points, respectively, while the
EuroAsia and U.S. Insurance divisions’ acquisition ratios increased by 1.2 and 1.0 points, respectively.

Acquisition costs are reduced by ceding commissions related to our Whole Account and Facultative Excess of
Loss Agreements, of $2.7 million and $1.5 million for the years ended December 31, 2007 and 2006, respectively.
Ceding commissions due under certain of our Whole Account Excess of Loss Agreements are deferred and will be
received by us in future periods. Ceding commissions related to our Whole Account Excess of Loss Agreements
have therefore been recorded at their present value, with the discount amortized over the expected cellection period.
For years ended December 31, 2007 and 2006, the discount amortized and included in ceding commissions is
$2.8 million and $1.8 million, respectively.

Other Underwriting Expenses. Other underwriting expenses for the year ended December 31, 2007 were
$178.6 million, compared to $153.5 million for the year ended December 31, 2006. The other underwriting expense
ratio, expressed as a percentage of net premiums earned, was 8.4% for the year ended December 31, 2007,
compared to 6.9% for the year ended December 31, 2006. Other underwriting expenses increased while net
premiums earned decreased, resulting in a higher other underwriting expense ratio in 2007 as compared to 2006.
This increase in other underwriting expenses is principally attributable to an increase in compensation costs.

The following table reflects the acquisition and other underwriting expenses, expressed as a percentage of net
premiums earned, for the years ended December 31, 2007 and 2006 for each of our divisions:

Year Ended

December 31, Per;;?nttage
Division 2007 2006 _Change
AMEIICAS .« . o ottt e it e e 32.1% 30.8% 13
BUTOASIE . . ... e 275 253 22
London Market. . . . ... .. i e e 263 258 0.5
US.Insurance ... ... i e e e 268 253 15
Total acquisition costs and other underwriting expense ratio. . .. .. ... .. 29.1% 27.7% 1.4

The GAAP combined ratio is the sum of losses and LAE as a percentage of net premiums earned, plus
underwriting expenses, which include acquisition costs and other underwriting expenses, as a percentage of net
premiums earned. The combined ratio reflects only underwriting results, and does not include investment results.
Underwriting profitability is subject to significant fluctuations due to catastrophic events, competition, economic
and social conditions, foreign currency fluctuations and other factors. Our combined ratio was 95.5% for the year
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ended December 31, 2007, compared to 94.4% for the year ended December 31, 2006, The following table reflects
the combined ratio for the years ended December 31, 2007 and 2006 for each of our divisions:

Year Ended

December 31, Per;:::ltlage
Division 2007 2006 Change
AMELICAS . . ...t e e 110.7% 109.3% 1.4
BUuroASIa . . ... e e e 91.7 85.6 6.1
London Market. . . ... ... i i i i e e 75.3 80.5 (53.2)
U S Insurance . ... i i e e e e 84.6 8.1 3.5
Total combined ratio . . .. ... .. ... ... . . 95.5% 94.4% 1.1

Investment Results

Net Investment [ncome. Net investment income for the year ended December 31, 2007 decreased by
$157.7 million, or 32.4%, to $329.4 million, from $487.1 million for the year ended December 31, 2006. Net
investment income is comprised of gross investment income of $368.1 million less investment expenses of
$38.7 million for the year ended December 31, 2007, compared to gross investment income of $517.4 million less
investment expenses of $30.3 million for the year ended December 31, 2006. The decrease in net investment income
for the year ended December 31, 2007 is primarily attributable to the following:

+ Qur investment in HWIC Asia Fund ("HWIC Asia"}), an investment vehicle, was fully redeemed during
20006; accordingly, we did not recognize any investment income related to HWIC Asia for the year ended
December 31, 2007. For the year ended December 31, 2006, HWIC Asia, which was accounted for in
accordance with the equity method of accounting, contributed $168.7 million of investment income. Net
investment income, in accordance with the equity method of accounting, includes realized investment gains
attributable to our equity investment in HWIC Asia. Our equity in the net income of HWIC Asia included in
investment income for the year ended December 31, 2006, is comprised of the following items (in millions):

Year Ended
December 31,
2006
Equity in net investment income of HWIC Asia. ... . ...... . ... . ... ... ... $ 11
Equity in net realized investment gains of HWIC Asia. .. ... ... ... ... ... 167.6
Equity in net income of HWIC Asia, before taxes ... .. ... ... . ... ........ $168.7

* a decrease in investment income from short-term investments and cash of $42.7 million, or 34.9%, for the
vear ended December 31, 2007 compared to the year ended December 31, 2006, which is representative of a
shift from shorter term to longer term investments and a decrease in short term interest rates over the same
period;

* adecrease in investment income from other invested assets of $11.7 million for the year ended December 31,
2007 compared to the year ended December 31, 2006, which primarily reflects a decrease in investment
income from hedge funds and private equity funds accounted for under the equity method, offset by an
increase in interest income attributable to total return swaps on indexes;

* an increase in investment expenses of $8.4 million for the year ended December 31, 2007 compared to 2006,
reflecting an increase in investment advisory and administration fees and investment expenses from our
consolidated subsidiaries of $9.6 million, offset by a decrease in interest expense of $1.2 million on funds
held;

= an increase in investment income from fixed income securities of $64.1 million, or 45.2%, for the year ended
December 31, 2007, compared to the year ended December 31, 2006. Average fixed income securities
increased by $1,025.2 million, or 33.6%, for the year ended December 31, 2007 over 2006; and

= an increase of $9.6 million in net investment income from equity securities for the year ended December 31,
2007 compared to the year ended December 31, 2006, excluding the effect of HWIC Asia. Included in net

70




investment income from equity securities is an other-than-temporary write-down of $5.3 million for the year
ended December 31, 2007 related to Advent Capital (Holdings) PLC (“Advent”).

Our total effective annualized yield on average invested assets, net of expense but before the impact of interest
expense from funds held balances and the positive impact of realized gains included in investment income
attributable to HWIC Asia, was 4.5% and 5.0% for the year ended December 31, 2007 and 2006, respectively.

Interest expense on funds held primarily relates to our Whole Account and Facultative Excess of Loss
Agreements, which is included in investment expenses, of $7.1 million for the year ended December 31, 2007, and
represents a decrease of $1.6 million, or 18.4%, from $8.7 million for the year ended December 31, 2006. The
decrease was primarily attributable 1o ceded paid losses reducing the funds held balance.

Net Realized Investment Gains. Net realized investment gains of $539.1 million for the year ended
December 31, 2007 increased by $350.0 miltlion from $189.1 million for the year ended December 31, 2006.
The increase in net realized investment gains, including the effect of other-than-temporary impairment losses
discussed below, for the year ended December 31, 2007 compared to 2006 is principally due to the following:

* an increase in net realized investment gains on derivative securities of $386.8 million for the year ended
December 31, 2007, primarily attributable to the net change in fair value related to our credit default swaps
and total return swaps on indexes, caused by widening credit spreads and declining equity indexes;

* higher net realized investment gains on fixed income securities of $13.7 million for the year ended
December 31, 2007;

* an increase in net realized investment gains from other investments of $18.7 million for the year ended
December 31, 2007, mainly due to net realized investment gains on securities sold short; offset by

« lower net realized investment gains on equity securities of $62.1 million for the year ended December 31,
2007. Realized investment gains include $119.2 million related to the sale of Hub International Limited
shares and $75.1 million related to the r'edemption of HWIC Asia shares for the years ended December 31,
2007 and 2006, respectively. Net realized investment gains on equity securities also include other-than-tem-
porary write-downs of $42.1 million and $17.1 million for the years ended December 31, 2007 and 2006,
respectively.

During the year ended December 31, 2007, net realized investment gains were reduced by other-than-tempo-
rary impairment losses in the amount of $59.8 million relating to fixed income securities, common and preferred
equities, which includes $5.3 million reflected in net investment income related to our investment in Advent. During
the year ended December 31, 2006, net realized investment gains were reduced by other-than-temporary impair-
ment losses in the amount of $28.1 million relating to fixed income, equity and other investments. Other-than-tem-
porary impairments reflect situations where the fair value was below the cost of the securities and the ability of the
security to recover its value could not be reasonably determined.

Other Results, Principally Holding Company and Income Taxes

Other Expenses, Nei. Other expenses, net for the year ended December 31, 2007, were $14.0 million,
compared to $21.1 million for the year ended December 31, 2006. Other expenses are primarily comprised of
operating expenses of our holding Company and include audit related fees, corporate-related legal fees, consulting
fees, and compensation expense, including the amortization of restricted share grants. The decrease of $7.1 million
for the year ended December 31, 2007 compared to 2006 is primarily comprised of: (i) a decrease of $2.3 million in
compensation expense, (i) a decrease of $2.3 million relating to contracts under deposit accounting, (iii} a decrease
in legal fees of $1.7 million due to litigation settled in 2006, and (iv) a decrease in audit fees of $1.8 million; offset
by: (v) an increase in foreign exchange related adjustments of $1.2 million.

Interest Expense. We incurred interest expense, related to our debt obligations, of $37.7 million and
$37.5 million for the years ended December 31, 2007 and 2006, respectively. The higher amount of interest

expense primarily reflects our $100.0 million senior notes offering completed in February 2006,
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Federal and Foreign Income Tax Provision. As a result of our higher pre-tax income for the year ended
December 31, 2007, compared to 2006, our federal and foreign income tax provision for the year ended
December 31, 2007 increased by $86.4 million, to a provision of $317.7 million, compared to a provision of
$231.3 million for the year ended December 31, 2006. Included in the income tax provision for the year ended
December 31, 2006 is a one-time tax benefit of $16.5 million, which is attributable to the settlement of tax issues
related to the acquisition of Clearwater in 1996. Our effective tax rates were 34,8% and 31.3% for the years ended
December 31, 2007 and 2006, respectively.

Preferred Dividends. We recorded preferred dividends related to our Series A and Series B non-cumulative
perpetual preferred shares of $8.3 million in each of the years ended December 31, 2007 and 2006.
Year Ended December 31, 2006 Compared to Year Ended December 31, 2005
Underwriting Results

Gross Premiums Written. Gross premiums written for the year ended December 31, 2006 decreased by
$291.2 million, or 11.1%, to $2,335.7 million compared to $2,626.9 million for the year ended December 31, 2005,
as reflected in the following table (in millions):

Year Ended

December 31, Change
Division 2006 2005 $ %
AMEIICAS . ... . e $ 9242  $1,130.5  $(206.3) (18.2)%
BUroAsia. .. ... i 561.2 543.8 174 32
London Market . . ....... ... .0iiiiiiiinnnns 340.7 431.6 90.9) (21.1)
US. Insurance. . . ... ... i 509.6 521.0 (it4y (2.2)
Total gross premiums wrilten. . ... ................. $2,335.7  $2,6269 $(291.2) (11.1)%

Total reinsurance gross premiums written for the year ended December 31, 2006 were $1,623.6 million
compared to $1,863.6 million for 2005, a decrease of 12.9%. Total insurance gross premiums written for the year
ended December 31, 2006, which includes our U.S. Insurance division and our Lloyd’s syndicate (which is part of
London Market), were $712.1 million, compared to $763.3 million for 2005, a decrease of 6.7%. For the year ended
December 31, 2000, total reinsurance gross premiums written represented 69.5% (71.0% in 2005) of our business
and insurance represented the remaining 30.5% (29.0% in 2005) of our business.

Gross premiums written include reinstatement premiums of $5.4 million and $70.4 million for the years ended
December 31, 2006 and 2005, respectively. Reinstatement premiums in 2005 were primarily refated to reinstating
the coverage under property catastrophe excess of loss reinsurance contracts following Hurricanes Katrina, Rita and
Wilma. The higher level of reinstatement premiums in 2005 was attributable to the significant number of full limit
losses resulting from Hurricanes Katrina, Rita and Wilma in 2005. Excluding reinstatement premiums in each
period, gross premiums written would be $2,330.3 million and $2,556.5 million for the years ended December 31,
2006 and 2003, respectively, representing a decrease of $226.2 million, or 8.8%.

Americas. Gross premiums written in the Americas division for the year ended December 31, 2006 were
$924.2 million, a decrease of $206.3 million, or 18.2%, as compared to $1,130.5 million for the year ended
December 31, 2(0)3. These amounts represent 39.6% of our gross premiums written for the year ended December 31,
2006 and 43.1% in 2005. These amounts include reinstatement premiums of $4.0 million and $32.0 million for the
years ended December 31, 2006 and 2005, respectively, which principally relate to Hurricanes Katrina, Rita and
Wilma in 2005. Excluding reinstatement premiums in each period, gross premiums written would be $920.2 million
and $1,098.5 million for the years ended December 31, 2006 and 2005, respectively, representing a decrease of
$178.3 million, or 16.2% over the period. Gross premiums written across each geographic region of the Americas
are as follows:

* United States — Gross premiums written of $756.4 million for the year ended December 31, 2006 decreased
$173.5 million, or 18.7%, compared to $929.9 million for the year ended December 31, 2005. The decrease
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in the United States is in all classes of business. Property business decreased by $59.8 million, or 23.7%, to
$192.3 million in 2006 from $252.1 million in 2005 as we reduced our proportional catastrophe exposed
business in certain peak zones combined with a reduction in reinstatement premiums. Alternative risk and
specialty business decreased by $58.7 million as we exited or reduced our writings in these classes of
business. Treaty and facultative casualty business decreased by $43.5 million, or 7.9%, to $504.0 million in
2006 from $547.5 million in 2005 due to an increase in competitive market conditions and the cancellation
of certain business that did not meet our underwriting criteria. All other classes of business accounted for the
remaining decrease of $11.5 million,

» Latin America — Gross premiums written of $134.9 million for the year ended December 31, 2006
decreased $13.7 million, or 9.2%, compared to $148.6 mitlion for the year ended December 31, 2005. The
decrease is principally due to a $6.3 million decrease in property propottional business and a $2.8 million
decrease in property excess business. We continue 10 see increased competition across our Latin America
operations.

+ Canada — Gross premiums written of $32.0 million for the year ended December 31, 2006 decreased
$18.4 million, or 36.5%, compared to $50.4 million for the year ended December 31, 2005. The reduction in
gross premiums written was primarily due to the cancellation of certain automobile business by ceding
companies, based on their decision to retain more business. In certain cases, this included the return of
unearned premiums to the ceding company.

EuroAsia.  Gross premiums written in the EuroAsia division for the year ended December 31, 2006 were
$561.2 million, an increase of $17.4 million, or 3.2%, as compared to $543.8 million for the year ended
December 31, 2005. These amounts represent 24,0% of our gross premiums written for the year ended December 31,
2006 and 20.7% in 2005. These amounts include $5.2 million of reinstatement premiums for the year ended
December 31, 2005 compared to $0.5 million in 2006. The overall increase is primarily attributable to increases in
property, marine, credit and bonds, and liability, offset by a decrease in motor business, accident and health and
aviation. Gross premiums written from property business, which represents 60.8% of EuroAsia in 2006, increased
by $15.0 million, or 4.6%, for the year ended December 31, 2006 driven by increases in the European and Middle
East markets. The increase in marine business of $4.8 million, or 16.8%, and all other classes of business of
$4.0 million, or 5.3%. is related to increases in new and renewal business throughout Europe. Offsetting these
increases is a decrease in motor business of $3.4 million, or 3.8%, primarily related to European and Asia business
and accident and health and aerospace business of $1.2 million and $1.8 million, respectively.

London Market. Gross premiums written in the London Market division for the year ended December 31,
2006 were $340.7 million, a decrease of $90.9 million, or 21.1%, as compared to $431.6 million for the year ended
December 31, 2005. These amounts represent 14.6% of our gross premiums written for the year ended December 31,
2006 and 16.4% in 2005. These amounts include reinstatement premiums of $0.9 million and $33.2 million (all
related to the London branch) for the years ended December 31, 2006 and 2005, respectively, which principally
relate to Hurricanes Katrina, Rita and Wilma in 2005. Excluding reinstatement premiums in each period, gross
premiums written would be $339.8 million and $398.4 million for the years ended December 31, 2006 and 2005,
respectively, representing a decrease of $58.6 million, or 14.7%, over the period. Gross premiums written across
each unit of the London Market division are as follows:

* London Branch — Gross premiums written of $138.2 million for the year ended December 31, 2006
decreased $51.1 mitlion, or 27.0%, compared to $189.3 million for the year ended December 31, 2005,
Excluding reinstatement premiums of $0.9 million in 2006 and $33.2 million in 2005, gross premiums
written for the year ended December 31, 2006 were $137.3 million, a decrease of $18.8 million, or 12.0%,
compared to $156.1 million for the year ended December 31, 2005. Excluding the effects of the reinstate-
ment premium in both periods, property business decreased $12.8 million, or 21.1%, due to the non-renewal
of certain proportional business. Casualty business decreased by $12.1 million, or 29.9%, in 2006 compared
to 2005, primarily due to the non renewal of a large proportional directors and officers contract and a large
motor quota share contract. These decreases were offset by an increase in marine and aerospace business of
$6.1 million, or 11.0%, due to new business written in 2006.
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* Newline — Gross premivms written of $202.5 million for the year ended December 31, 2006 decreased
$39.8 million, or 16.4%, compared to $242.3 million for the year ended December 31, 2005. The decline in
gross premiums written is primarily related to financial lines, in particular liability and professional
indemnity, as well as the effects of currency movements during the year. This decrease reflects the more
competitive market conditions where we are experiencing lower prices in certain classes or choosing to non-
renew business that does not meet our underwriting criteria.

U.S. Insurance. Gross premiums written in the U.S. Insurance division for the year ended December 31, 2006
were $309.6 million, a decrease of $11.4 million, or 2.2%, as compared to $52}.0 million for the year ended
December 31, 2005. These amounts represent 21.8% of our gross premiums written for the year ended December 31,
2006 and 19.8% in 2005. Gross premiums written in our specialty insurance unit decreased by $13.6 million, or
3.7%, offset by an increase in medical malpractice business of $2.2 million, or 1.5%. Gross premiums written across
each line of business is as follows:

s Professional liability pross premiums written increased $16.8 mitlion, or 14.7%, to $131.0 million for the
year ended December 31, 2006, from $114.2 million for the year ended December 31, 2005. This primarily
resulted from expansion in the environmental specialists and architects and engineers classes of business.

» Medical malpractice gross premiums written were $152.8 million for the year ended December 31, 2006, an
increase of $2.2 million, or 1.5%, from $150.6 million for the year ended December 31, 2005. Medical
malpractice, our largest line of business in the U.S. Insurance division, represented 30.0% of gross premiums
written in U.S. Insurance for the year ended December 31, 2006.

» Our personal auto business, which primarity includes non-standard auto business written in California and
Florida, decreased $25.9 million, or 25.0%, to $77.7 million for the year ended December 31, 2006 from
$103.6 million for the year ended December 31, 2005.

Ceded Premiums Written. Ceded premiums written for the year ended December 31, 2006 decreased by
$150.5 million, or 46.3%, to $174.8 million (7.5% of gross premiums written) from $325.3 million (12.4% of gross
premiums written) for the year ended December 31, 2005. These amounts include reinstatement premiums paid of
$2.9 million and $65.7 million for the years ended December 31, 2006 and 2005, respectively. Excluding
reinstatement premiums in each period, ceded premiums written were $171.9 million for the year ended Decem-
ber 31, 2006 a decrease of $87.7 million, or 33.8%, as compared to $259.6 million for the year ended December 31,
2005.

Excluding the effect of reinstatement premiums in both 2006 and 2003, ceded premiums written decreased in
all divisions. Decreases in the Americas division of $16.2 million, EuroAsia division of $10.5 millicn and London
Market division of $11.4 million is the result of a decrease in retrocessional business purchased in 2006. The
decrease in the U.S. Insurance division of $49.6 million is due to this division increasing its retentions on all classes
of business and purchasing more excess of loss reinsurance compared to quota share reinsurance.

Net Premiums Written. Net premiums written for the year ended December 31, 2006 decreased by
$140.8 million, or 6.1%, to $2,160.9 million from $2,301.7 million for the year ended December 31, 2005.
Net premiums written represent gross premiums written less ceded premiums written. Net premiums written
decreased over 2005 at a lower rate than gross premiums written, reflecting the significant decrease in ceded
premiums written in the period. Included in net premiums written are $2.5 million and $4.7 million of net
reinstatement premiums received for the years ended December 31, 2006 and 2005, respectively, related to
catastrophes. Excluding reinstatement premiums, net premiums written decreased by $138.6 million, or 6.0%, for
the year ended December 31, 2006 over 2005.

Ner Premiums Earned. Net premiums earned for the year ended December 31, 2006 decreased by
$51.0 million, or 2.2%, to $2,225.8 million, from $2,276.8 million for the year ended December 31, 2005. Net
premiums earned decreased in the Americas division by $76.1 million, or 7.2%, and in the London Market division
by $52.6 million, or 13.6%, offset by increases in the EuroAsia division of $15.2 million, or 2.9%, and in the
U.S. Insurance division of $62.5 million, or 19.3%. Included in net premiums earnmed are $2.5 million and
$4.7 million of net reinstatement premiums received for the years ended December 31, 2006 and 2005, respectively,
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related to catastrophes. Excluding reinstatement premiums, net premiums earned decreased by $48.8 million, or
2.1%, for the year ended December 31, 2006 over 2005.

Included in net premiums earned are premiums ceded to our Whole Account and Facultative Excess of Loss
Agreements. For the year ended December 31, 2006, this represented $1.7 million, a reduction of $12.2 millicn, or
87.8%, compared to $13.9 million for the year ended December 31, 20035. -

Losses and Loss Adjustment Expenses. Net losses and LAE decreased $577.4 million, or 28.0%, to
$1,484.2 million for the year ended December 31, 2006, from $2,061.6 million for the year ended December 31,
2005 as follows (in millions): ~

Year Ended
December 31, Change
2006 2005 -$ To
Gross losses and LAE incurred .. .............. ..., 51,6314  $2,5241 $(892.7) (35.4)%
Less: ceded losses and LAE incurred . .. ............. 147.2 462.5 (315.3) (68.2)
Net losses and LAE incurred . ... ........... ... .... $1,484.2 $2061.6 $(577.4) (28.00%

The decrease in net losses and LAE incurred was principally related to a decline in current year catastrophe
events of $503.0 million, and a decrease in prior period losses of $32.8 million, to $139.9 million for the year ended
December 31, 2006 from $172.7 million for the year ended December 31, 2005. Losses and LAE for the year ended
December 31, 2006 included prior period losses of $139.9 million, which reflected $42.6 million for prior year
catastrophe events, principally due to an increase in loss estimates on marine business for Hurricane Rita and the
triggering of industry Joss warranty contracts written by us for Hurricane Wilma due to unexpected deterioration in
industry-wide Wilma loss estimates as well as unexpected loss emergence on Florida proportional property
accounts in the period. The remaining amount of prior period losses of $97.3 million in 2006 was predominantly
attributable to increased loss estimates on non-catastrophe business in the Americas division of $169.7 million,
which included $27.1 million for increased asbestos loss estimates, principally attributable to the annual review of
this exposure, with the remainder principally due to loss emergence greater than expectations in the period on
U.5. casualty busingss. This increase was partially offset by reduced loss estimates due to loss emergence lower than
expectations in the period on non-catastrophe business written in the London Market, EuroAsia and U.S. Insurance
divisions. For the year ended December 31, 20035, current year catastrophe events of $537.9 million included
$445.9 million related to Hurricanes Katrina, Rita, and Wilma, and $25.6 million related to Windstorm Erwin.
Losses and LAE incurred during the year ended December 31, 2005 included prior period losses of $172.7 million,
which included $15.0 million for prior year catastrophe events, principally due to an increase in loss estimates on
the 2004 Florida Hurricanes, Typhoon Songda, and the Indonesian earthquake and resulting tsunami. The remaining
amount of prior period losses of $157.7 million in 2005 was predominantly attributable to increased loss estimates
on non-catastrophe business in the Americas division of $207.3 million, which included $41.2 million for increased
asbestos loss estimates, principally attributable to the annual review of this exposure, with the remainder principally
due to loss emergence greater than expectations in the period on U.S. casualty business. This increase was partially
offset by reduced loss estimates due to loss emergence lower than expectations in the period on non-catastrophe
business written in the London Market, EuroAsia and U.S. Insurance divisions.

Ceded losses and LAE incurred for the year ended December 31, 2006 decreased by $315.3 million, or 68.2%,
to $147.2 million, from $462.5 million for the year ended December 31, 2005. This decrease was principally
attributable to a decrease of $281.6 million in property catastrophe cessions, due to a decline in current year
catastrophe events, and a $46.8 million decrease in ceded losses related to our U.S. Insurance operations, to
$55.6 million for the year ended December 31, 2006 from $102.4 million for the year ended December 31, 2005,
due to increased retentions. Cessions to the Whole Account Excess of Loss Agreements for the years ended
December 31, 2006 and 2005 were $9.7 million and $16.5 million, respectively. As of December 31, 2006, the
aggregate limits on the Whole Account Excess of Loss Agreements have been fully utilized.
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The loss and LAE ratio for the years ended December 31, 2006 and 2005 and the percentage point change for
each of our divisions and in total are as follows:

Division

P 17 o (o7 -3
BUTOASIA . . ot i e it e e e e e e

London Market

DS, InSUranNCE . . . ot e e e e e

Total lossesand LAE ratio. . . . ... ... i

Year Ended

December 31, TOsentage

1006 2005 Change
785% 112.8% (34.3)
60.3 63.2 2.9)
54.7 90.3 (35.6)
55.8 62.0 (6.2)
66.7%  90.5% (23.8)

The following tables reflect total losses and LAE as reported for each division and include the impact of
catastrophe losses and prior period reserve development, expressed as a percentage of net premiums earned
(“NPE™), for the years ended December 31, 2006 and 2005 (in millions):

Year Ended December 31, 2006

Americas EuroAsia London Market U.S. Insurance Total
% of % of % of % of % of
$ NPE $ NPE $ NPE $ NPE $ NPE
Total losses and LAE. . ... .. $ 7658 78.5% $3204 603% $1825 547% 32055 55.8% $1,4842 66.7%
Catastrophe Losses:
2006 Bvents , . ........... 12.7 1.3 19.4 37 2.8 0.8 — — 34.9 1.6
Prior Period Events
Hurricanes Katrina, Rita and
Wilma--2005 . ........ 358 37 0.2 — 12.2 37 1.2 0.3 494 2.2
All other prior period events. . 7.2 0.7 4.2) (0.8 8.6) (2.6) (1.2)  (0.3) (6.8) (0.3)
Total catastrophe losses . . . . . 55.7 5.7 15.4 29 6.4 1.9 — —_ 77.5 35
Prior period loss development '
including prior pericd
catastrophe losses . ... ... $ 2127 218% $ (9.0) (1.NH% $248) ((H$39.0) (10.1)%$ 1399 6.3%
Year Ended December 31, 2005
Americas EuroAsia London Market U.S. Insurance Total
% of % of % of % of % of
$ NPE $ NPE 3 NPE $ NPE $ NPE
Total losses and LAE. . .. .. $1,1862 1128% $3260 632% $3488 903% 82006 62.0% $2061.6 90.5%
Catastrophe Losses:
2005 Events
Windstorm Erwin . ... .. .. — — 23.1 4.5 2.5 0.6 — _ 25.6 1.1
Indiafloods ............ — — 1.5 2.2 — — — — 11.5 0.5
Hurricanes Katrina, Rita and
Wilma .............. 313.1 209.8 0.5 0.1 131.9 342 04 0.1 4459 19.6
Other 2005 events . . ... ... 35.2 33 14.2 2.8 5.5 14 — —_ 549 25
Prior Pericd Events
2004 Ftorida hurricanes . . . . 28 0.3 — — 0.6 0.2 — — 34 .1
All other prior period
(715 111 J RN 3.1 0.3 7.4 14 1.1 03 — — i1.6 0.5
Total catastrophe losses . ...  354.2 33.7 56.7 11.0 141.6 367 0.4 0.1 5529 243
Prior period loss
development including
prior period catastrophe
losses. . ............. $ 2132 203% $ 87 (1.D%$(22.8) (59%$ (9.0) Q8% $ 1727 7.6%
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Americas Division — Losses and LAE decreased $420.4 million, or 35.4%, to $765.8 million for the year
ended December 31, 2006, from $1,186.2 million for the year ended December 31, 2005. This resulted in a loss and
LAE ratio of 78.5% for the year ended December 31, 2006, compared to 112.8% for the year ended December 31,
2005. The decrease in losses and LAE was principally due to a decrease in current year catastrophes of
$335.6 million and a decline in net earned premium of $76.1 million, or 7.2%. Losses and LAE for the year
ended December 31, 2006 included an increase in prior period losses of $212.7 million, which reflected
$43.0 million from prior period catastrophe losses, principally Hurricanes Rita and Wilma. In addition, asbestos
loss estimates were increased by $27.1 million, principally attributable to the annual review of this exposure. The
remaining net increase in prior period losses of $142.6 million was principally attributable to loss emergence greater
than expectations in the period on U.S. casualty business. Losses and LAE for the year ended December 31, 2005
included an increase in prior period losses of $213.2 million, which reflected $5.9 million on prior period
catastrophes, principally due to loss emergence greater than expected in the period on the 2004 Florida Hurricanes,
and $41.2 million for increased asbestos loss estimates, principally attributable to the annual review of this
exposure. The remaining increase in prior period losses of $166.1 million is principally attributable to loss
emergence greater than expectations in the period on U.S. casualty business.

EuroAsia Division — Losses and LAE decreased $5.6 million, or 1.7%, to $320.4 million for the year ended
December 31, 2006, from $326.0 million for the year ended December 31, 2005. This resulted in a loss and LAE
ratio of 60.3% for the vear ended December 31, 2006, compared to 63.2% for the year ended December 31, 2005.
This decrease was principally due to a reduction in current year catastrophe losses of $29.9 million, partially offset
by an increase in net premiums earned of $15.2 million, or 2.9%. Losses and LAE for the year ended December 31,
2006 included a benefit of $9.0 million attributable to prior years, principally due to favorable emergence on
property catastrophe, marine and credit lines of business in the period. Losses and LAE for the year ended
December 31, 2005 included a decrease in prior period losses of $8.7 million, principally related to favorable
emergence on liability and bond exposures in the period, partially offset by an increase in prior period catastrophes
of $7.4 million predominantly attributable to Typhoon Songda and the Indonesian earthquake and resulting
tsunami.

London Market Division — Losses and LAE decreased $166.3 million, or 47.7%, to $182.5 million for the
year ended December 31, 2006, from $348.8 million for the year ended December 31, 2005. This resulted in a loss
and LAE ratio of 54.7% for the year ended December 31, 2006, compared to 90.3% for the year ended December 31,
2005. The decrease in losses and LAE was principally related to a decrease in current year catastrophes of
$137.1 million and a decline in net premiums earned of $52.6 million, or 13.6%. Losses and LAE for the year ended
December 31, 2006 included a benefit of $24.8 million attributable to prior vears, principally due to favorable
emergence on satellite, accident and health, non-catastrophe property, and aviation exposures in the period, and
included $3.6 million of prior period catastrophe losses, principally Hurricane Rita. Losses and LAE for the year
ended December 31, 2005 included a benefit of $22.8 million, principally due to favorable emergence on aviation,
satellite and non-catasirophe property business in the period, and included $1.7 million of prior period catastrophe
losses.

U.S. Insurance Division — Losses and LAE increased $14.9 million, or 7.4%, to $215.5 million for the year
ended December 31, 2006, from $200.6 miltion for the year ended December 31, 2005. This resulted in a loss and
LAE ratio of 55.8% for the year ended December 31, 2006, compared to 62.0% for the year ended December 31,
2005. The increase in losses and LAE was related to a 19.3% increase in net premiums carned and was partially
offset by a decrease of $39.0 million on losses and LAE attributable to prior years, principally due to favorable loss
emergence on medical malpractice business in the period. For the year ended December 31, 2005, losses and LAE
related to prior years decreased by $9.0 million, principally due to loss emergence less than expectations in the
period on medical malpractice and general liability business.

Acquisition Costs.  Acquisition costs for the year ended December 31, 2006 were $464.1 million, a decrease
of $6.1 million or 1.3%, compared to $470.2 million for the year ended December 31, 2005. The resulting
acquisition expense ratio, expressed as a percentage of net premiums earned, was 20.9% for the year ended
December 31, 2006, compared to 20.6% for the year ended December 31, 2005, an increase of 0.3 points. The
London Market and U.S. Insurance divisions’ acquisition ratio increased by 2.1 points and 1.5 points, respectively,
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due to the change in composition of the mix of business written and increased retentions, while the Americas and
EuroAsia divisions had a slight decrease of 0.6 points and 0.1 points, respectively.

Acquisition costs are reduced by ceding commissions related to our Whole Account and Facultative Excess of
Loss Agreements, of $1.5 million and $5.3 million for the years ended December 31, 2006 and 2005, respectively.
The decrease of $3.8 million in 2006 over 2005 was attributable to reduced premiums ceded to these agreements
during 2006. Ceding commissions due under certain of our Whole Account Excess of Loss Agreements are deferred
and will be received by us in future periods. Ceding commissions have therefore been recorded at their present
value, with the discount amortized over the expected collection period. For years ended December 31, 2006 and
2005, the discount recorded on ceding commissions is $1.8 million and $0.8 million, respectively, which is net of
the amortization of the discount recorded in prior periods.

Other Underwriting Expenses. Other underwriting expenses for the year ended December 31, 2006 were
$153.5 million, compared to $146.0 million for the year ended December 31, 2005. The other underwriting expense
ratio, expressed as a percentage of net premiums earned, was 6.9% for the year ended December 31, 2006,
compared to 6.4% for the year ended December 31, 2005. Other underwriting expenses increased while net
premiums earned decreased, resulting in a higher other underwriting expense ratio in 2006 as compared to 2005.
This increase in other underwriting expenses is attributable to an increase in personnel related costs and benefits,
particularly in our Americas division.

The following table reflects the acquisition and other underwriting expenses, expressed as a percentage of net
premiums earned, for the years ended December 31, 2006 and 2005 for each of our divisions:

Year Ended

December 31, | Cpciitge
Division 2006 2005 Change
N 15 1=2 g Tor: S U 30.8% 30.7% 0.1
BUrOASIA . . .o e 253 265 (1.2)
London Market. .. . ... ... 0 258 225 33
UL S, IISUMANCE . . oottt et ettt it e e 253 217 3.6
Total acquisition costs and other underwriting expense ratio. .. ... ..... 27.7% 27.1% 0.6

The GAAP combined ratio is the sum of losses and LAE as a percentage of net premiums earned, plus
underwriting expenses, which include acquisition costs and other underwriting expenses, as a percentage of net
premiums earned. The combined ratio reflects only underwriting results, and does not include investment results.
Underwriting profitability is subject to significant fluctuations due to catastrophic events, competition, economic
and social conditions, foreign currency fluctuations and other facters. Our combined ratio was 94.4% for the year
ended December 31, 2006, compared to 117.6% for the year ended December 31, 2005. The following table reflects
the combined ratio for the years ended December 31, 2006 and 2005 for each of our divisions:

Year Ended

December 31, Perl::;il:]tfge
Division 2006 2005 Change
ANETICAS . . it ittt e e e e 109.3% 143.5% (34.2)
BUTOASIA . ot e e e e e e e 85.6 89.7 “4.1)
London Market. . . ... ... . i e e 805 1128 (32.3)
U S InSurance ... ... i i e ettt 81.1 83.7 (2.6)
Total combined ratio . ... . v e e s 94.4% 1176% (23.2)

Irrvestment Results

Net Investment Income. Net investment income for the year ended December 31, 2006 increased by
$267.0 million, or 121.3%, to $487.1 million, from $220.1 million for the year ended December 31, 2003. Net
investment income is comprised of gross investment income of $517.4 million less investment expenses of
$30.3 miliion for the year ended December 31, 2006, compared to gross investment income of $247.8 million less
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investment expenses of $27.7 million for the year ended December 31, 2005. Higher net investment income for the
year ended December 31, 2006 is primarily attributable to the foliowing:

+ anincrease of $970.7 million or 17.5% in average invested assets for the year ended December 31, 2006 over
2003, and higher short term rates over the period. [nvestment income from cash and short-term investments
was $122.5 million for the year ended December 31, 2006, an increase of $68.0 million, or 124.6%, over
2005.

* an increase of $135.7 million for the year ended December 31, 2006 over 2005 related to HWIC Asia, an
investment vehicle which is included in common stock, at equity. Net investment income on equity securities
includes, in accordance with the equity method of accounting, realized investment gains attributable to our
equity investment in HWIC Asia. During 2006, we fully redeemed our interest in HWIC Asia. Our equity in
the net income of HWIC Asia Fund is comprised of the following items (in millions):

Year Ended

December 31,
2006 2005
Equity in net investment income of HWIC Asia . ......................... § 11 351
Equity in net realized capital investment of HWIC Asia .................... 167.6 279
Equity in net income of HWIC Asia, before taxes . .. .. .................... $168.7 8$33.0

* an increase of $16.5 million for the year ended December 31, 2006 over 2005 in net income due to equity
accounting of Advent Capital (Holdings) PLC, a Lloyd’s syndicate which is included in common stock, at
equity. This resulted in net income of $1.1 million for the year ended December 31, 2006 compared to a net
loss of $15.4 million in 2005, primarily reflecting catastrophe losses from Hurricanes Katrina, Rita and
Wilma during 2005.

« an increase of $28.7 million for the year ended December 31, 2006 over 2005 in net investment income on
other invested assets, which primarily reflects interest income attributable to our total return swaps on equity
indexes and includes income from hedge funds and private equity investments of $29.3 million and
$15.6 million for the years ended December 31, 2006 and December 31, 2005, respectively.

Our total effective annualized yield on average invested assets, net of expense but before the impact of interest
expense from funds held balances and the positive impact of realized gains attributable to HWIC Asia, was 5.0%
and 3.8% for the years ended December 31, 2006 and 2005, respectively. Also excluding the negative impact of the
2005 losses attributable to Advent, our total effective annualized yield, net of expenses but before the impact of
interest expense from funds held balances, was 5.0% and 4.1% for the years ended December 31, 2006 and 2005,
respectively.

Interest expense on funds held, which is included in investment expenses, and primarily relates to our Whole
Account and Facultative Excess of Loss Agreements, was $8.7 million for the year ended December 31, 2006,
representing a decrease of $10.0 million, or 53.5%, from $18.7 million for the year ended December 31, 2005. The
lower amount of interest expense was due to reduced amounts ceded to the treaties in 2006 and 2005 and the
commutation of several of these agreements during 2006, which resulted in lower interest expense associated with
ceded amounts during the period.

Net Realized Investment Gains. Net realized investment gains of $189.1 million for the year ended
December 31, 2006 increased by $129.2 million from $59.9 million for the year ended December 31, 2005,
The increase in net realized investment gains is principally due to higher gains from equity securities and other
investments, which were offset by lower gains from fixed income securities and higher losses from derivative
securities. The total net realized investment gains for the year ended December 31, 2006 of $175.4 million on equity
securities, primarily reflect a net gain of $75.1 million related to the redemption of shares of HWIC Asia and the sale
of unrelated equity securities. Net realized investment gains from equity securities also include realized losses of
$17.1 million related to the other-than-temporary impairment of a security. Net realized investment gains from other
investments were $85.5 million for the year ended December 31, 2006, representing a positive change of
$134.5 million over 2005, primarily reflecting realized foreign exchange rate gains on short term securities.
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Net realized investment gains from fixed income securities of $30.4 million for the year ended December 31, 2006
decreased by $51.6 million over 2005. Realized invesiment gains include mark-to-market movements on derivative
securities, including credit default swaps and total return swaps on equity indexes. The net investment loss on
derivative securities of $103.1 million for the year ended December 31, 2006 increased by $64.3 million over 2005.

During the year ended December 31, 2006, net realized investment gains were reduced by other-than-tempo-
rary impairment losses in the amount of $28.1 million, with $t1.0 million relating to fixed income securities and
other invested assets and $17.1 million relating to equity securities. Other-than-temporary impairments reflect
situations where the fair value was below the cost of the securities and the ability of the security to recover its value
could not be reasonably determined. Other-than-temporary impairments related to fixed income securities include
$7.5 million for security which has no quoted price, to reflect the deterioration in the underlying financial position
of the security. During the year ended December 31, 2005, net realized investment gains were reduced by
other-than-temporary impairment losses in the amount of $54.9 million, with $37.3 million relating to fixed income
securities and other invested assets and $17.6 million relating to equity securities. Other-than-temporary impair-
ments related to fixed income securities include $19.4 million for securities which have no quoted prices, toreflect a
deterioration in the underlying financial position of the securities.

Other Results, Principally Holding Company and Income Taxes

Other Expenses, Net. Other expenses, net, for the year ended December 31, 2006, were $21.1 million,
compared to $27.0 million for the year ended December 31, 2005, Other expenses are primarily comprised of
operating expenses of our holding company and includes audit related fees, Sarbanes-Oxley compliance consulting
fees, corporate-related legal fees, consulting fees, and compensation expense, including the amortization of
restricted share grants. The decrease of $5.9 million for the year ended December 31, 2006 over 2005 is primarily
comprised of: (i) a decrease of $5.7 million related to consulting fees in implementing procedures and documen-
tation for Sarbanes-Oxley, (ii) a decrease of $1.0 million related to the renewal of the employment contract of our
Chief Executive Officer, which is reflected in 2005, offset by, (iii) an increase of $1.4 million as a resuit of higher
amortization expense of restricted stock.

Interest Expense. We incurred interest expense, related to our debt obligations, of $37.5 million and
$30.0 million for the years ended December 31, 2006 and 2005, respectively. The higher amount of interest
expense primarily reflects our $100.0 million senior notes offering completed in February 2006.

Federal and Foreign Income Tax Benefit/Provision. As a result of our pre-tax income for the year ended
December 31, 2006, compared to a pre-tax loss for 2005, our federal and foreign income tax provision for the year
ended December 31, 2006 increased by $297.4 million, to a provision of $231.3 million, compared to a benefit of
$66.1 million for the year ended December 31, 2005, Included in the income tax provision for the year ended
December 31, 2006 is a one-time tax benefit of $16.5 million, which is attributable to the settlement of tax issues
related to the acquisition of Clearwater in 1996. Our effective tax rates were 31.3% and 36.4% for the years ended
December 31, 2006 and 2005, respectively.

Preferred Dividends. We recorded preferred dividends related to our Series A and Series B non-cumulative
perpetual preferred shares of $8.3 million and $1.9 million for the years ended December 31, 2006 and 20035,
respectively. The increase is due to the payment of a full year of preferred dividends in 2006, as opposed to twoand a
half months in 20035, as the preferred shares were first issued in October 2005.

Liquidity and Capital Resources

Our shareholders’ equity increased by $571.1 million, or 27.4%, to $2,654.7 million as of December 31, 2007,
from $2,083.6 million as of December 31, 2006. The net increase as of December 31, 2007 compared to
December 31, 2006 was attributable to net income of $595.6 million, an increase to accumulated other compre-
hensive income of $59.7 million, an increase of $25.8 million related to the conversion of our Convertible Debt into
shares of our common stock, and an increase of $10.6 million related to other items. These increases were offset by a
decrease resulting from common and preferred dividends of $26.1 million and a decrease of $94.5 million related to
the repurchase of our common stock. Our book value per common share was $36.78 as of December 31, 2007,
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representing an increase of $8.86 from the book value per common share of $27.92 as of December 31, 2006 and an
increase of $3.87 from the book value per common share of $32.91 as of September 30, 2007.

The following table reconciles total shareholders’ equity, a GAAP financial measure, to common sharehold-
crs’ equity, a non-GAAP financial measure, as used in the book value per common share calculation. We believe this
presentation may be useful to investors who utilize common sharcholders’ equity in their return on equity
calculation,

December 31
2007 2006

(In millions, except per share
and share amounts)

Total shareholders’ equity. .. .. ... ... ... L. $ 26547 § 20836
Less: equity related to preferred stock. ... ....... ... ... ... ... 97.5 97.5
Total common shareholders” equity . ... ......... ... ... .. .... $ 25572 % 1,986.1
Common shares outstanding . ... ........ .. ... ... ... ... ..., 69,521,494 71,140,948
Book value percommon share . ... ... .. ... .. oLl 3 3678 % 2792

Holding company cash and cash equivalents equaled $44.3 million as of December 31, 2007, as compared to
$58.8 million as of December 31, 2006, with the lower amount primarily due to increased tax payments and the
implementation of our share repurchase program. As a holding company, our assets are principally comprised of the
shares of Odyssey America, and our principal sources of funds are cash dividends and other permitted payments
from our operating subsidiaries, primarily Odyssey America. If our subsidiaries are unable 1o make payments to us,
or are able to pay only limited amounts, we may be unable to pay dividends on our common or preferred shares or
make payments on our indebtedness. The payment of dividends by our operating subsidiaries is subject to
restrictions set forth in the insurance laws and regulations of Connecticut, Delaware, New York and the
United Kingdom. During 2008, Odyssey America can pay dividends to the holding company of $292.3 million
without prior regulatory approval. Odyssey America paid dividends of $155.0 million to the holding company
during 2007.

Odyssey America’s liquidity requirements are principally met by cash flows from operating activities, which
principally result from collections of premiums, reinsurance recoverables and investment income, net of paid
losses, acquisition costs and underwriting and investment expenses. We seek to maintain sufficient liquidity to
satisfy the timing of projected claim payments and operating expenses. The estimate, timing and ultimate amount of
actual claim payments is inherently uncertain and will vary based on many factors including the frequency and
severity of losses across various lines of business. Claim payments can accelerate due to a variety of factors,
including losses stemming from catastrophic events, which are typically paid out in a short period of time, legal
settlements or emerging claim issues. We estimate claim payments, net of associated reinsurance recoveries, of
approximately $1.1 billion during 2008. The timing and certainty of associated reinsurance collections which may
be due to us can add uncertainty to our liquidity position to the extent amounts are not received on a timely basis. As
of December 31, 2007 our operating subsidiaries maintained cash and cash equivalents of $876.2 million, which is
readily available for expected claim payments. In addition, our liquidity is enhanced through the collection of
premiums on new business written through the year. We believe our cash resources, together with readily
marketable securities, are sufficient to satisfy expected payment obligations, including any unexpected acceleration
in claim payments or timing differences in collecting reinsurance recoverables. During 2005, we contributed
$185.0 million to Odyssey America. Effective December 31, 2005, we received approval from the Connecticut
Insurance Commissioner to make a $200.0 million capital contribution to Odyssey America, to be completed prior
to February 28, 2006. In February 2006, we completed the $200.0 million capital contribution to Odyssey America.

Although the obligations of our reinsurers to make payments to us are based on specific contract provisions,
these amounts only become recoverable when we make a payment of the associated loss amount, which may be
several years, or in some cases decades, after the actual loss occurred. Reinsurance recoverables on unpaid losses,
which represent 88.6% of our total reinsurance recoverables as of December 31, 2007, will not be due for collection
until some time in the future, and over this period of time, economic conditions and the operational performance of a
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particular reinsurer may negatively impact its ability to meet its future obligations to us. We manage our exposure
by entering into reinsurance transactions with companies that have a strong capital position and a favorable long
term financial profile.

Our total reinsurance recoverable on paid lesses as of December 31, 2007, net of the reserve for uncollectible
paid and unpaid reinsurance, which is established based on an evaluation of each reinsurer or retrocessionaire and
historical experience, is $83.1 million. The top ten reinsurers measured on total reinsurance recoverables represent
$46.2 million, or 55.6% of the total paid loss recoverable, of which $13.0 million is collateralized and the remaining
$33.2 million is placed with highly rated companies. The remaining $36.9 million recoverable on paid losses is
placed with numerous companies, and no single company has a balance greater than $4.1 million net of the reserve
on uncollectible reinsurance.

Approximately $51.0 million of our total reinsurance paid recoverable is current billings, and $32.1 million is
over 120 days past due. The change in the economic conditions of any of our retrocessionaires may impact their
ability to meet their obligations and negatively impact our liquidity.

Cash provided by operations was $188.7 million for the year ended December 31, 2007, compared 1o
$752.3 million for the year ended December 31, 2006. The decrease in cash flow from operations is primarily
attributable to lower premium volume, a decline in reinsurance recoveries and an increase in taxes paid.

Total investments and cash amounted to $7.8 billion as of December 31, 2007, an increase of $0.7 billion
compared to December 31, 2006. Our average invested assets were $7.4 billion for the year ended December 31,
2007, as compared to $6.5 billion for the year ended December 31, 2006. It is anticipated that our cash and cash
equivalents will continue to be reinvested on a basis consistent with our long-term, value oriented investment
philosophy. Cash, cash equivalents and short-term investments, excluding cash and cash equivalents held as
collateral, of $1.4 billion and $2.2 billion as of December 31, 2007 and 2006, respectively, represented 18.5% and
32.6%, respectively, of our total investments and cash, excluding cash and cash equivalents held as collateral.
During 2007, we redeployed a portion of our cash into intermediate-term government fixed income securities. Total
fixed income securities were $4.6 billion as of December 31, 2007, an increase from $3.5 billion as of December 31,
2006. 92.5% of the fixed income securities portfolio is rated “AAA”™ as measured by Standard and Poor’s. The
duration of our investment portfolio, including cash and cash equivalents, was 5.1 years, which exceeds the duration
of our liabilities. We believe this difference is mitigated by the significant amount of cash and cash equivalents
maintained within our portfolio.

Total investments and cash exclude amounts receivable for securities sold and amounts payable for securities
purchased, representing the timing between the trade date and setilement date of securities sold and purchased. As
of December 31, 2007 and 2006, we had a receivable for securities sold of $23.6 million and $21.3 million,
respectively, which is included in other assets, and a payable for securities purchased of $27.1 million and
$13.0 million, respectively, which is included in other liabilities,

On November 28, 2006, we completed the private sale of $40.0 million aggregate principal amount of floating
rate senior debentures, Series C (the “Series C Notes™), due on December 15, 2021. Interest on the Series C Notes
accrues at a rate per annum equal to the three-month London Interbank Offer Rate (“LIBOR™), reset quarterly, plus
2.50%, and is payable quarterly in arrears on March 15, June 15, September 15 and December 15 of each year
starting on March 15, 2007. We have the option to redeem the Series C Notes at par, plus accrued and unpaid
interest, in whole or in part on any interest payment date on or after December 15, 201 1. For the years ended
December 31, 2007 and 2006, the average annual interest rate on the Series C Notes was 7.93% and 7.87%,
respectively.

On February 22, 2006, we issued $100.0 million aggregate principal amount of floating rate senior debentures,
pursuant to a private placement. The net proceeds from the offering, after fees and expenses, were $99.3 million.
The debentures were sold in two tranches, $50.0 million of series A due March 15, 2021 (the “Series A Notes™), and
$50.0 million of series B due March 15, 2016 (the “Series B Notes”). Interest on each series of debentures is due
quarterly in arrears on March 15, June 15, September 15 and December 15 of each year. The interest rate on each
series of debentures is equal to the three-month LIBOR, reset quarterly, plus 2.20%. The Series A Notes are callable
by us in 2011 at their par value, plus accrued and unpaid interest, and the Series B Notes are callable by us in 2009 at
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their par value, plus accrued and unpaid interest. For the year ended December 31, 2007, the average annual interest
rate on each series of notes was 7.62%. compared to an average annual interest rate of 7.40% for the year ended
December 31, 2006.

During the second quarter of 2005, we issued $125.0 million aggregate principal amount of senior notes due
May 1, 2015. The issue: was sold at a discount of $0.8 million, which is being amortized over the life of the notes.
Interest accrues on the senior notes at a fixed rate of 6.875% per annum which is due semi-annually on May 1 and
November 1.

During the fourth quarter of 2003, we issued $225.0 million aggregate principal amount of senior notes due
November 1, 2013. The issue was sold at a discount of $0.4 million, which is being amortized over the life of the
notes. Interest accrues on the senior notes at a fixed rate of 7.65% per annum, which is due semi-annually on May |
and November 1.

In June 2002, we issued $110.0 million aggregate principal amount of convertible senior debentures due 2022
(the “Convertible Notes”). In accordance with the indenture under which the Convertible Notes were issued, the
Convertible Notes became convertible, at the optien of the holders, on August 14, 2006. As of March 31, 2007,
1.9 million shares of our common stock were issued to the Convertible Notes holders who elected to convert their
Convertible Notes, resulting in a decrease to Convertible Notes and a corresponding increase to shareheolders’ equity
of $40.1 million. In March 2007, we announced that we had called for the redemption of the remaining $22.5 million
principal! value of our outstanding Convertible Notes. At the close of business on Apri! 30, 2007, all holders of the
Convertible Notes had exercised their rights of conversion with respect to the Convertible Notes. Accordingly, on
May 1, 2007, we issued 1,056,107 shares of our common stock related to the final conversion of $22.5 million
principal value of the Convertible Notes, and no Convertible Notes remained outstanding as of such date.

On July 13, 2007, we entered into a $200.0 million credit facility (the “Credit Agreement”) with Wachovia
Bank National Association (“Wachovia™), KeyBank National Association and a syndicate of lenders. The Credit
Agreement provides for a five-year credit facility of $200.0 million, $100.0 million of which is available for direct,
unsecured borrowings by us, and all of which is available for the issuance of secured letters of credit. The Credit
Agreement contains an option that permits us to request an increase in the aggregate amount of the facility by an
amount up to $100.0 million, to a maximum facitity size of $300.0 million. Following such a request, each lender
has the right, but not the obligation, to commit to all or a portion of the proposed increase. The Credit Agreement is
for working capital and other corporate purposes, including the issuance of letters of credit to support our insurance
and reinsurance business. The Credit Agreement replaced our three-year, $150.0 million credit facility entered into
as of September 23, 2005, which has been terminated, and the obligations thereunder have been satisfied.

As of December 21, 2007, there was $56.5 million outstanding under the Credit Agreement, all of which was in
support of letters of crudit. Loans under the Credit Agreement bear interest at a fluctuating rate per annum equal to
the higher of (a) the federal funds rate plus 0.5%, and (b) Wachovia’s publicly announced prime rate. Alternatively,
at our option, loans bear interest at the LIBOR, which is the offered rate that appears on the page of the Telerate
screen that displays an average British Bankers Association Interest Settlement Rate for deposits in dollars, plus
0.55%, which additional percentage may be adjusted if our debt rating changes.

Please see Note 11 to our consolidated financial statements included in this Annual Report on Form 10-K for
complete disclosure of our debt obligations, common shares and preferred shares.

We participate in Lloyd’s through our 100% ownership of Newtline Syndicate 1218 (“Syndicate 12187},
through which we provide 100% of the capacity for Syndicate 1218. The results of Syndicate 1218 are consolidated
in our consolidated financial statements. In support of Syndicate 1218’s capacity at Lloyd’s, Odyssey America has
pledged U.S. Treasury Notes and cash, with a fair value of $204.1 million as of December 31, 2007, in a deposit trust
account in favor of the Society and Council of Lloyd’s. These securities may be substituted with other securities at
our discretion, subject to approval by Lloyd’s. The securities are carried at fair value and are included in investments
and cash in our consolidated balance sheets. Interest earned on the securities is included in investment income. The
pledge of assets in support of Syndicate 1218 provides us with the ability to participate in writing business through
Lloyd’s, which remains an important part of our business. The pledged assets effectively secure the contingent
obligations of Syndicate 1218 should it not meet its obligations. Odyssey America’s contingent liability to the
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Society and Council of Lloyd’s is limited to the aggregate amount of the pledged assets. We have the ability to
remove funds at Lloyd’s annually, subject to certain minimum amounts required to support its outstanding liabilities
as determined under risk-based capital models and approved by Lloyd’s. The funds used to support outstanding
liabilities are adjusted annually and our obligation to support these liabilities will continue until they are settled or
the liabilities are reinsured by a third party approved by Lloyd’s. We expect to continue to actively operate
Syndicate 1218 and support its requirements at Lloyd’s. We believe that Syndicate 1218 maintains sufficient
liquidity and financial resources to support its ultimate liabilities and we do not anticipate that the pledged assets
will be uvtilized.

During the second quarter of 2004, Odyssey America pledged U.S. Treasury Notes with a par value of
$162.0 million (“the pledged assets™), or approximately £110.0 million equivalent, to the Society and Council of
Lloyd’s on behalf of Advent Capital (Holdings) PLC (“Advent™) to support Advent’s underwriting activities for the
2001 to 2005 underwriting years of account. Advent is 44.5% owned by Fairfax and its affiliates, which includes
8.1% held by us. nSpire Re had previously pledged assets at Lloyd’s on behalf of Advent pursuant to a November
2000 agreement with Advent. Advent is responsible for the payment of any losses to support its underwriting
activities and the capital resources of Advent, including its funds deposited at Lloyd’s, are first available to support
any losses prior to a draw down of Odyssey America’s pledged assets. In consideration of Odyssey America
pledging the assets, nSpire Re agreed to pay Odyssey America a fee equal to 2.0% per annum of the pledged assets,
which we considered to be representative of commercial market terms. The pledged assets continue to be owned by
Odyssey America, and Odyssey America receives any investment income thereon. The securities are carried at fair
value and are included in investments and cash in our consolidated balance sheets. Interest earned on the securities
is included in investment income. As additional consideration for, and further protection of, the pledged assets,
nSpire Re has provided Odyssey America with indemnification in the event of a draw down on the pledged assets.
Odyssey America retains the right to withdraw the pledged assets at any time upon 180 days advance written notice
to nSpire Re. nSpire Re retains the obligation to pledge assets on behalf of Advent. In any event, the placement of
funds at Lloyd’s will automatically terminate effective no later than December 31, 2008 and any remaining pledged
assets will revert to Odyssey America at that time. The pledge of assets is not considered material to our liquidity
and capital resources. In January 2006, September 2006 and June 2007, Odyssey America received assets with par
values of $48.6 million, $10.7 million and $14.6 million, respectively, in each case representing a permanent
reduction and unconditional release of such amount, prior to the stated termination date, following the deposit by
Advent of such amount in new funds at Lloyd’s. Following these returns of assets, and as of December 31, 2007,
Odyssey America continues to have a par value of $88.0 million, or approximately £44.2 million equivalent,
pledged to Lloyd’s in support of Advent and will continue to receive a fee for these pledged assets. The fair value of
the pledged assets is $112.6 million, or approximately £56.6 million equivalent. We believe that the financial
resources of Advent provide adequate protection to support its liabilities in the ordinary course of business.

On November 27, 2007, our Board of Directors declared a quarterly cash dividend of $0.0625 per common
share to be paid on December 28, 2007 to all common shareholders of record as of December 14, 2007, During each
of the four quarters of 2007, our Board of Directors declared quarterly cash dividends of $0.0625 per common share,
resulting in an aggregate dividend of $17.8 million.

On November 27, 2007, the Board of Directors declared quarterly dividends of $0.5078125 per share on our
8.125% Series A preferred shares and $0.526875 per share on our floating rate Series B preferred shares. The total
dividends of $2.1 million were paid on January 20, 2008 to Series A and Series B preferred shareholders of record
on December 31, 2007.

Financial Strength and Credit Ratings

The Company and its subsidiaries are assigned financial strength (insurance) and credit ratings from
internationally recognized rating agencies, which include A M. Best Company, Inc., Standard & Poor’s Insurance
Rating Services and Moody’s Investors Service. Financial strength ratings represent the opinions of the rating
agencies of the financial strength of a company and its capacity to meet the obligations of insurance and reinsurance
contracts. The rating agencies consider many factors in determining the financial strength rating of an insurance or
reinsurance company, including the relative level of statutory surplus necessary to support the business operations
of the company.
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These ratings are used by insurers, reinsurers and intermediaries as an important means of assessing the
financtal strength and uality of reinsurers. A reduction in our financial strength ratings could limit or prevent us
from writing new reinsurance or insurance business. The financial strength ratings of our principal operating
subsidiaries are: A.M. Best: “A” (Excellent); Standard & Poor’s; “A—" (Strong); and Moody’s: “A3” (Good). These
ratings are based upon factors relevant to policyholders, agents and intermediaries and are not directed toward the
protection of investors, nor are they recommendations to buy, sell or hold securities,

Our senior unsecured debt is currently rated “BBB-" by Standard & Poor’s, “Baa3” by Moody’s and “bbb” by
AM. Best. Qur Series A and Series B preferred shares are currently rated “BB” by Standard & Poor’s, “Ba2” by
Moody’s and “bb+" by A .M. Best. “See Part [, Item 1 -— Business-Ratings” for further detail regarding our and our
subsidiaries’ ratings.

Recent Accounting Pronouncements

On January t, 2007, we adopted Statement of Financial Accounting Standard (“SFAS™) 155, “Accounting for
Certain Hybrid Financial Instruments — an amendment of SFAS 133 and 140.” SFAS 155 applies to certain “hybrid
financial instruments,” which are instruments that contain embedded derivatives. The standard established a
requirement to evaluate beneficial interests in securitized financial assets to determine if the interests represent
freestanding derivatives, or are hybrid financial instruments containing embedded derivatives requiring bifurcation.
SFAS 155 permits an election for fair value measurement of any hybrid financial instrument containing an
embedded derivative that otherwise would have required bifurcation under SFAS 133, including financial instru-
ments previousty recorded by us under SFAS 133, As aresult of the adoption of SFAS 155 on January 1, 2007, we no
longer bifurcate the embedded derivatives included in certain fixed income securities, and, beginning on Januvary 1,
2007, changes in the fair value of the hybrid financial instruments are recorded as realized investment gains and
losses in our consolidated statements of operations. Prior to the adoption of SFAS 155, changes in the fair value of
the host instrument were recorded as unrealized investment gains and losses, a component of sharcholders’ equity,
while changes in the fair value of the embedded derivative were recorded as realized investment gains and losses,
Upon adoption, we recorded a cumulative adjustment of $16.5 million to reclassify unrealized investment gains, net
of tax, including foreign currency effects, to retained earnings as of January 1, 2007.

On Jamaary 1, 2007, we adopted the Financial Accounting Standards Board’s (“*FASB”) Interpretation 48
(“FIN 48"), “Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109.” The
interpretation clarifies the accounting for uncertainty in income taxes recognized in a company’s financial
statements in accordance with SFAS 109, “Accounting for Income Taxes.” Specifically, the pronouncement
prescribes a recognition threshold and a measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. The interpretation also provides
guidance on the classification, interest and penalties, accounting for interim periods, disclosure and transition of
uncertain tax positions. The adeption of FIN 48 did not have a material impact on our results of operations or
financial position.

We elect to recognize accrued interest and penalties associated with uncertain tax positions as part of the
income tax provision. As of December 31, 2007, we have not recorded any interest or penalties, We file income tax
returns with various federal, state, and foreign jurisdictions. Qur U8, federal income tax returns for 1999 through
2006 remain open for examination and the Internal Revenue Service is currently examining our 2003 and 2004
returns. Income tax returns filed with various state and foreign jurisdictions remain open to examination.

In September 2006, the FASB issued SFAS 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans — an amendment of SFAS 87, 88, 106, and 132(R).” SFAS 158 requires us, as of
December 31, 2006, to recognize the overfunded or underfunded status of a defined benefit postretirement plan,
including pension plars, as an asset or liability in our balance sheet, and to recognize changes in that funded status,
in the year in which the changes occur, through comprehensive income. We adopted the recognition provisions of
SFAS 158. As aresult of the adoption, as of December 31, 2006, we recorded a one-time charge of $15.7 millien to
increase other liabilities, a $5.53 million deferred tax asset and a $10.2 million decrease to accumulated other
comprehensive income on our balance sheet. In addition, SFAS 158 requires that, as of December 31, 2008,
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employers measure plan assets and liabilities as of the date of their financial statements. SFAS 158 does not require
retrospective application.

In September 2006, the FASB issued SFAS 157, “Fair Value Measurements,” to define existing fair value
measurements, create a framework for measuring fair value, and expand disclosures about fair value measurements.
SFAS 157 will be effective for us beginning in the first quarier of 2008. The impact of the adoption of SFAS 157 is
not expected to have a material effect on our consolidated financial statements.

In February 2007, the FASB issued SFAS 159, “The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 113, which provides a fair value option (“FVO”)
to measure many financial instruments and certain other assets and liabilities at fair vaiue on an instrument-by-in-
strument basis. SFAS 159 will be effective for us beginning in the first quarter of 2008. We will elect the FVO for an
investment, currently recorded under the equity method of accounting. On January 1, 2008, we will discontinue
applying the equity method of accounting for this investment and in accordance with SFAS 159, will carry the
investment at fair value with changes in fair value recognized as realized gains or losses in the consolidated
statement of operations. Upon electing the FVO for this investment, we will record a cumulative adjustment of
$1.5 million to reclassify foreign currency unrealized gains, net of tax, to retained earnings as of January 1, 2008.

In June 2007, the American Institute of Certified Public Accountants (“AICPA™) issued Statement of Position
07-1 (“SOP 07-17), “Clarification of the Scope of the Audit and Accounting Guide Investment Companies and
Accounting by Parent Companies and Equity Method Investors for Investments in Investments Companies,” to
assist entities in determining if the guidance of the AICPA Audit and Accounting Guide for Investment Companies
should be followed and whether the industry accounting should be utilized by parent companies and other investees
that exercise significant influence over the investment company. SOP 07-1 requires extensive disclosures, if the
entity falls under the definition of an investment company, or the entity is a parent or equity method investor that
owns an investment that falls within the scope of investment company accounting. We anticipate that the adoption
of SOP 07-1 will not have a material effect on our consolidated financial position or results of operations. SOP 07-1
will require us to make additional disclosures regarding certain investments. On October 17, 2007, the effective date
of SOP 07-1 was indefinitely deferred, as it will be further reviewed by the FASB,

In December 2007, the FASB issued SFAS 141(R), “Business Combinations,” to replace SFAS 141, “Business
Combinations.” While several items from SFAS 141 were retained, including the acquisition method of accounting
and the recognition of intangible assets separately from goodwill, SFAS 141(R) broadens its scope and establishes a
definition of the acquirer and the acquisition date. SFAS 141{R) should be applied on a prospective basis in the first
annual reporting period beginning on or after December 13, 2008. Earlier application is prohibited.

In December 2007, the FASB issued SFAS 160, “Non-controlling Interests in Consolidated Financial
Statements,” which amends Accounting Research Bulletin 51, “Consolidated Financial Statements,” to establish
accounting and reporting standards for the non-controlling interest in a subsidiary and for the deconsolidation of a
subsidiary. SFAS 160 clarifies the definition of a non-controlling interest and the proper accounting for that entity.
SFAS 160 is effective for fiscal years beginning on or after December 15, 2008. Earlier adoption is prohibited. We
are evaluating the impact of the adoption of SFAS 160, if any, on our consolidated financial statements.

Off-Balance Sheet Arrangements

We have certain business arrangements with affiliated companies that have financial implications. A
description of these arrangements is provided in Note 14 to our consolidated financial statements included in
this Annual Repori on Form 10-K.

Market Sensitive Instruments

The term “market risk” refers to the risk of loss arising from adverse changes in prices. We believe that we are
principally exposed to four types of market risk related to our investment operations. These risks are interest rate
risk, credit risk, equity price risk and foreign currency risk. Market sensitive instruments discussed in this section
principally relate to our fixed income securities and common stocks carried at fair value which are classified as
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available for sale. As of December 31, 2007, our total investments and cash of $7.8 billion includes $4.6 billion of
fixed income securities that are subject to interest rate risk, foreign currency risk and credit risk.

Interest Rate Risk

The table below displays the potential impact (in millions) of fair value fluctuations on our fixed income
securities portfolio as of December 31, 2007 and December 31, 2006, based on parallel 200 basis point shifts in
interest rates up and down in 100 basis point increments. This analysis was performed on each security individually.

As of December 31, 2007 As of December 31, 2006

Fair Value Fair Vatue

of Fixed of Fixed
Percent Change in Interest Income Hypothetical Hypothetical Income Hypothetical Hypothetical
Rates Portfolio Change % Change Portfolio ¥Change % Change

{In millions)

200 basis point rise . . . .. $4.127.1 $(518.3) (11.2)% $3,026.2 $(4754) (13.6)%
100 basis point rise . . . .. 4,367.4 (278.00 (6.0) 3,246.2 (255.4) (1.3)
Base Scepario......... 4,645.4 —_ —_ 3,501.6 —_ —
100 basis point decline ..  4,969.1 323.7 7.0 3,805.9 3043 8.7
200 basis point decline ., 53359 690.5 149 4,156.7 635.1 18.7

The preceding table indicates an asymmetric fair value response to equivalent basis point shifts, up and down,
in interest rates. This partly reflects exposure to fixed income securities containing a put feature, In total, securities
with a put feature represent 4% of the fair value of the total fixed income portfolio as of each year ended
December 31, 2007 and 2006. The asymmetric fair value response reflects our ability to put these bonds back to the
issuer for early maturity in a rising interest rate environment (thereby limiting fair value loss) but to hold these
bonds to their much longer full maturity dates in a falling interest rate environment (thereby maximizing the full
benefit of higher fair values in that environment).

As of December 31, 2007, we had net unrealized gains of $135.9 million, before taxes, related to our total
investments and cash. This net amount was comprised of gross unrealized appreciation of $206.6 million, offset by
gross unrealized depreciation of $70.7 million, which includes gross unrealized appreciation of $180.9 million and
gross unrealized depreciation of $69.6 million related to fixed income securities and common stocks carried at fair
value.

We purchase interest rate options from time to time to protect us from movements in interest rates. During
2006, we purchased a 20-year swaption contract with a notional amount of $550.0 million, which provides an
economic hedge against a decline in our fixed income portfolio as a result of an increase in interest rates. This
contract replaced a 10-year swaption with a notional amount of $1.0 billion, initialty purchased during 2005, which
was closed during 2006. The swaption gives us the option, but not the obligation, to enter into an interest rate swap
contract under which we would receive a floating interest rate and pay a fixed interest rate based on the notional
amount of the contract. This contract was closed and not replaced during 2006.

Disclosure About Limitations of Interest Rate Sensitivity Analysis

Computations of the prospective effects of hypothetical interest rate changes are based on numerous
assumptions, including the maintenance of the existing level and composition of fixed income security assets,
and should not be relied on as indicative of future results.

Certain shortcomings are inherent in the method of analysis used in the computation of the fair value of fixed
rate instruments. Actual values may differ from those projections presented should market conditions vary from
assumptions used in the calculation of the fair value of individual securities, including non-parallel shifts in the term
structure of interest rates and a change in individual issuer credit spreads.

Credit Risk

We have exposure to credit risk, primarily as a holder of fixed income securities. We control this exposure by
emphasizing investment grade ratings in the fixed income securities we purchase. We also have exposure to credit
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risk associated with the collection of current and future amounts owing from our reinsurers. We control this
exposure by emphasizing reinsurers with financial strength.

As of December 31, 2007 and December 31, 2006, 96.1% and 89.5%, respectively, of the aggregate fair value
of our fixed income securities consisted of securities rated investment grade, with 3.9% and 10.5%, respectively,
rated below investment grade,

We have purchased credit default swaps, referenced to various issuers in the banking, mortgage and insurance
sectors of the financial services industry, that provide a hedge against adverse movements in the fair value of
investments and other corporate assets resulting from systemic financial and credit risk. These credit default swaps
are acquired by Fairfax and assigned to us to facilitate administration of counterparty credit risk and collateral
maintenance. Under a credit default swap, we agree to pay at specified periods fixed premium amounts based on an
agreed notional principal amount in exchange for the credit default protection on a specified asset. Credit default
swaps are recorded at fair value in other invested assets, with the related changes in fair value recognized as a
realized gain or toss in the period in which they occur. The total cost of the credit default swaps was $94.2 million
and $75.6 million as of December 31, 2007 and 2006, respectively, and the fair value was $307.6 million and
$13.5 million, as of December 31, 2007 and 2006, respectively. The notional amount of the credit default swaps was
$5.0 billion and $3.5 billion as of December 31, 2007 and 2006, respectively. The credit default swaps had net
realized gains of $298.3 million and net realized losses of $22.6 million and $36.2 miilion for the years ended
December 31, 2007, 2006 and 2003, respectively. We obtain market-derived fair values for our credit default swaps
form third-party providers, principally broker-dealers. We assess the reasonableness of the fair values obtained from
these providers by comparison to models validated by qualified personnel, by reference to movements in credit
spreads and by comparing the fair values to recent transaction prices for similar credit default swaps where
available. The fair values of credit default swaps are subject to significant volatility given potential differences in
the perceived risk of default of the underlying issuers, movements in credit spreads and the iength of time to the
contracts’ maturities. The fair value of the credit default swaps may vary dramatically either up or down in short
periods, and their ultimate value may therefore only be known upon their disposition. As a resutt of the appreciation
in the fair value of the credit default swaps, counterparties to these transactions are required to place government
securities as collateral, pursuant to the swap agreements. The fair value of this collateral at December 31, 2007 was
$227.8 million. We do not have the right to sell or repledge this collateral, as it continues to be the property of the
counterparties.

In the first quarter of 2008, through February 13, we sold $670.0 million notional amount of credit default
swaps (including virtually ail of our credit default swaps referenced to U.S. bond guarantors) for gross proceeds of
$161.0 million and gains on sale (being gains in excess of the mark-to-market value as at December 31, 2007) of
$26.8 million. The net mark-to-market gain for the January 1 to February 15, 2008 period on the $4.4 billion
notional amount of credit default swaps remaining at February 15, 2008 (including 2008 purchases of $47.5 million
notional amount of credit default swaps for $1.4 million) was $152.6 miltion, representing total net gains related to
credit default swaps for this period of $179.4 million,

As of December 31, 2007, our holdings of financial instruments without quoted prices, or “non-traded
investments,” included a collateral loan, which was fully impaired during 2005. We periodically evaluate the
carrying value of non-traded investments by reviewing the borrowers’ current financial positions, and the timeliness
of their interest and principal payments. As a result of this review, we recognized an other-than-temporary write-
down of $i7.0 million for the year ended December 31, 2005 related to this loan.

Equity Price Risk

In the third quarter of 2004, we sold short Standard & Poor’s 500 depository receipts (“SPDRs”} and the
Financial Select SPDR Fund (“XL.F") as an economic hedge against a general decline in our equity portfolio. In
order to reduce the margin maintenance requirements for these short positions, we replaced the short positions with
total return swaps, which had aggregate notional amounts of $691.0 million and $581.4 million as of December 31,
2007 and December 31, 2006, respectively. The margin maintenance requirement related to the total return swaps
was $205.7 miliion and $10.5 million as of December 31, 2007 and December 31, 2006, respectively. The swap
transactions terminate during the first half of 2008. As of December 31, 2007 and December 31, 2006, we have
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provided $210.9 million and $52.1 million, respectively, of U.S. Treasury securities as collateral for the swap
transactions. The swap transactions are recorded at their fair value of $3.8 million and ${0.5) million as of
December 31, 2007 and 2006, respectively, in other invested assets and changes in the fair value are recorded as
realized gains or losses in the consolidated statement of operations in the period in which they occur. For the twelve
months ended December 31, 2007, 2006 and 2005, the swap transactions had net realized losses of $5.2 million,
$73.5 million and $11.8 million, respectively.

In connection with the swap transactions, we own SPDRs and XLF index call options at a cost of $1.0 million
and $9.4 million, with a strike price of approximately 127.8% and 99.8% of the noticnal amount of the swap
transactions as of December 31, 2007 and December 31, 2006, respectively. A call option gives the purchaser the
right, but not the obligation, te purchase an underlying security at a specific price or prices at or for a certain time.
Our maximum potential loss on the swap and option transactions was $193.2 million and $0.9 million as of
December 31, 2007 and December 31, 2006, respectively. We plan to continue to purchase short-dated call options
in 2008 in an effort to reduce the maximum potential loss on the swaps to approximately 20% of the swap notional
value. The call options are recorded at fair value in other invested assets, and changes in the fair value are recorded
as a realized gain or loss in the consolidated statement of operations. For the year ended December 31, 2007, 2006
and 2005, call options had net realized losses of $3.7 million, $0.4 million and $10.6 million, respectively.

In addition, as of December 31, 2007 and December 31, 2006, we had short positions of $62.3 million and
$115.3 million, respectively, of primarily equity securities, for which we recorded a liability equal to the underlying
fair value of the securities of $60.7 million and $119.8 million, respectively. Net realized gains of $60.5 million,
$3.0 million and $4.3 million for the twelve months ended December 31, 2007, 2006 and 2005, respectively, were
recognized in our consolidated statements of operations. As of December 31, 2007 and December 31, 2006, we
provided cash of $195.8 million and $208.6 million, respectively, as collateral for the borrowed securities. Our net
investment income for the years ended December 31, 2007, 2006 and 2005 was reduced by $1.6 million,
$7.2 million and $5.0 rillion, respectively, related to dividend and interest payments associated with the borrowed
securities.

In connection with the short sales described above, we purchased a SPDR call option as protection at a cost of
$0.1 million. The call option is recorded at fair value in other invested assets in the consolidated balance sheet and
changes in the fair value are recorded as a realized gain or loss in the consolidated statements of operations in the
period in which they occur, For the years ended December 31, 2007, 2006 and 2003, the call option had net realized
gains of $0.2 million and net realized losses of $0.1 million and $1.2 million, respectively.

As of December 31, 2007 and December 31, 2006, 13.4% and 12.5%, respectively, of our total investments and
cash was in common stocks (unaffiliated and affiliated). Marketable equity securities, which represented 11.6% and
10.6% as of December 31, 2007 and December 31, 2006, respectively, of our total investments and cash, are
exposed to equity price risk, defined as the potential for loss in fair value owing to a decline in equity prices. A 10%
decline in the price of each of these marketable equity securities would result in a decline of $90.3 million and
$75.3 million as of December 30, 2007 and December 31, 2006, respectively, in the fair value of our total
investments and cash,

Foreign Currency Risk

Through investment in securities denominated in foreign currencies, we are exposed to foreign (i.e., non-U.S.)
currency risk. Foreign currency exchange rate risk creates the potential for loss in fair value owing to a decline in the
U.S. dollar value of these investments resulting from a decline in the exchange rate of the foreign currency in which
these assets are denominated. As of December 31, 2007 and December 31, 2006, our total exposure io foreign
denominated securities in U.S. dollar terms was approximately $2.1 billion and $1.6 billion, respectively, or 26.8%
and 22.8%, respectively, of our total investments and cash. The primary foreign currency exposures were from
securities denominated in the British pound, which represented 9.2% and 7.7% of our total investments and cash as
of December 31, 2007 and December 31, 2006, respectively, from German securities denominated in the Euro,
which represented 8.2% and 7.0%, respectively, and from securities denominated in the Canadian dollar, which
represented 4.2% and 4.7% of our total investments and cash as of December 31, 2007 and December 31, 2006,
respectively. As of December 31, 2007, the potential impact of a 10% decline in each of the foreign exchange rates
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on the valuation of investment assets denominated in those respective foreign currencies would result in a
$208.6 million decline in the fair value of our total investments and cash, before taxes.

Through our international operations, we conduct our business in a variety of foreign (non-U.S.) currencies,
with the primary exposures being the Euro, the British pound, and Canadian dollar. Assets and liabilities
denominated in foreign currencies are exposed to changes in currency exchange rates to the extent that they do
not offset each other resulting in a natural hedge. Our reporting currency is the U.S. dollar, and exchange rate
fluctuations relative to the U.S. dollar may materially impact our resuvlts and financial condition. We manage this
risk on a macro basis by entering into forward currency contracts. As of December 31, 2007, we own forward
currency contracts with a notional amount of $149.2 million. The fair value of these contracts is reported in other
liabilities at $2.8 million. Forward currency contracts had net realized losses of $2.8 million for the year ended
December 31, 2007.

Investment Impairment Risk

We review our investment portfolio on a quarterly basis for declines in value, and specifically consider
securities, the fair value of which have declined to less than 80% of their amortized cost at the time of review.
Temporary declines in investments will be recorded as unrealized depreciation in accumulated other comprehensive
income. If we determine that a decline is “other-than-temporary,” the carrying value of the investment will be
written down to the fair value and a realized loss will be recorded in our consolidated statements of operations.

In assessing the value of our debt and equity securities held as investments and possible impairments of such
securities, we review (i) the issuer’s current financial position and disclosures related thereto, (ii) general and
specific market and industry developments, (iii) the timely payment by the issuer of its principal, interest and other
obligations, (iv}) the outlook and expected financial performance of the issuer, (v} current and historical valuation
parameters for the issuer and similar companies, (vi) relevant forecasts, analyses and recommendations by research
analysts, rating agencies and investment advisors, and (vii) other information we may consider relevant. In addition,
we consider our intent and ability to hold the security to recovery when evaluating possible impairments.

Based on our review, we recognized other-than-temporary impairment losses in the amount of $54.5 million
and $5.3 million, before taxes, which were recognized in our consolidated statement of operations as a reduction to
our net realized gains and net investment income, respectively, for the year ended December 31, 2007,
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The following tables reflect the fair value and gross unrealized depreciation of our fixed income securities and
common stock investments, aggregated by investment category and length of time that individual securities have
been in a continuous unrealized loss position, as of December 31, 2007 and December 31, 2006 (in millions):

Duration of Unrealized Loss

Less than 12 Months Greater than 12 Months Total
Gross Number Gross Number Gross Number
Unrealized of Unrealized of Unrealized of
December 31, 2007 Fair Value Depreciation Securities Fair Value Depreciation Securities Fair Value Depreciation Securities
Fixed income securities
investment grade:
United States
govemment,
government agencies
and authorties. . . .. $ — $ — —_ $ 9509 %(289) 7 $ 9509 $(28.9) 7
States, municipalities
and political
subdivisions . ... .. 9.7 0.1 3 20.8 (0.2) 3 30.5 (0.3)
Foreign governments . . 535.2 (7.3) 7 160.6 (2.8) 8 695.8 (10.1) i5
Corporate. . ........ — — — 0.5 — 1 0.5 — 1
Total investment
grade ......... 544.9 {(7.4) 10 1,132.8 (31.9) 19 1,677.7 (39.3) 29

Fixed income securities
non-investment

grade, corporate. . . . 26.7 3.1 6 — — — 26.7 3.1) 6
Total fixed income
securities. . . . ... 571.6 (10.5) 16 1,132.8 (31.9) 19 1,704.4 (42.4) 35
Preferred stocks, at fair
value . .. ...... ..., 0.5 {0.9) 1 — _ — 0.5 {0.9) 1
Common stocks, at fair
valve .. ........... 2899 (27.1) 7 — — — 289.9 (27.1) 7
Total temporarily
impaired securities ... $862.0 $(38.5) 24 $1.132.8 $(31.9) 19 $1,994.8  $(70.4) 43

|
|
|
|
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Duration of Unrealized Loss

Less than 12 Months Greater than 12 Months Total
Gross Number Gross Number Gross Number
Unrealized of Unrealized of Unrealized of
December 31, 2006 Fair Value Depreciation Secorities Fair Value Depreciation Secorities Fair Value Depreciation Securities
Fixed income securities
investment grade:
United States
government,
government agencies
and authorities. . . .. $1,167.6  $(13.2) 15 $1,264.2  $(90.2) 39 $2,431.8 $(103.4) 54
States, municipalities
and political
subdivisions . ..... 38.8 (0.2) 4 37.5 (0.5 11 76.3 0.7) 15
Foreign governments . . 2822 3.1) 12 — — — 2822 3.1} 12
Corporate. . ........ — — = 0.5 — 1 05 — 1
Total investment
grade ......... 1,488.6 (16.5) 31 1,302.2 (90.7) 51 2,790.8 (107.2) 82
Fixed income securities
non-investment
grade, corporate. . . . 7.3 (0.3} 3 62.1 1.6) _% 69.4 (1.9) _§_
Total fixed income
securities. . .. ... 1,4959 (16.8) 34 1,364.3 (92.3) 53 2,860.2 (109.1) 87
Common stocks, at fair
value , . ... ... ... — — — 13.8 (0.8) B! 13.8 (0.8) 1
Total temporarily
impaired securities . .. $1,4959  $(16.8) 34 $1,378.1 $(93.1) 54 $2,874.0  $(109.9) 88

We believe the gross unrealized depreciation is temporary in nature and we have not recorded a realized
investment loss related to these securities. Given the size of our investment portfolio and capital position, we have
the ability and intent to hold these securities until the fair value recovers the gross unrealized depreciation.

Disclosure of Contractual Obligations

The following table provides a payment schedule of present and future obligations (in millions):

Payment due by period

Less than More than

Contractual Obligations Total 1 Year 1-3 Years 3-5 Years 5 Years
Long term debt — principal . ......... $4%0 $ — $ — § — § 4900
Long term debt —interest. . .. ... ... .. 283.4 36.1 72.3 72.3 102.7
Operating leases . .. ................ 79.1 8.1 15.1 12.8 43.1
Lossesand LAE . . ................. 5,119.0 1,272.0 1,571.0 870.0 1,406.0
Total ... .o $5971.5  $1,316.2 $1,658.4  $955.1 $2,041.8
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For further detail on our long term debt principal and interest payments, see Note 11 to our consolidated
financial statements included in this Annual Report on Form 10-K. For further detail on our operating lease
payments, see Note 14 to our consolidated financial statements included in this Annual Report on Form 10-K.

For further detail on our losses and LAE, see Note 7 to our consolidated financial statements included in this
Annual Report on Form 10-K. Our reserves for losses and LAE do not have contractual maturity dates. However,
based on historical payment patterns, we have inciuded an estimate of when we expect our losses and LAE 1o be
paid in the table above. The exact timing of the payment of claims cannot be predicted with certainty. We maintain a
portfolio of investments with varying maturities and a substantial amount of short-term investments to provide
adequate cash flows for the payment of claims. The reserves for unpaid losses and LAE reflected in the table above
have not been reduced for reinsurance recoverables on unpaid losses which are reflected in our consolidated balance
sheet as an asset of $643.5 million as of December 31, 2007. Based on historical paiterns, we estimate that we will
collect the recoveries as follows: $139.5 million in less than one year; $182.4 million in one to three years;
$103.0 million between three and five years and $218.6 million in more than five years.

Item TA. Quantitative and Qualitative Disclosures About Market Risk

See Item 7-Management’s Discussion and Analysis of Financial Condition and Results of Operations.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Odyssey Re Holdings Corp.

in our opinion, the accompanying consolidated financial statements listed in the index appearing under Item 8
present fairly, in all material respects, the financial position of Odyssey Re Holdings Corp. and its subsidiaries at
December 31, 2007 and 20085, and the results of their operations and their cash flows for each of the three years in
the period ended December 31, 2007 in conformity with accounting principles generally accepted in the United
States of America. Also in our opinion, the Company maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2007, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The
Company’s management is responsible for these financial statements, for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting,
included in Management’s Report on Internal Controls over Financial Reporting appearing under ltem 9A. Our
responsibility is to express opinions on these financial statements and on the Company’s internal control over
financial reporting based on our integrated audits. We conducted our audits in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement
and whether effective internal control over financial reporting was maintained in afl material respects. Our audits of
the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation, Qur audit of internal control over financial reporting
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audits also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements,

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

/s/ PricewaterhouseCoopers LLP

New York, New York
February 28, 2008
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ODYSSEY RE HOLDINGS CORP.
CONSOLIDATED BALANCE SHEETS

ASSETS
Investments and cash:

Fixed income securities, available for sale, at fair value (amortized cost $4,370,999 and

$3,547,656, respectively). . . .o e
Fixed income securities, held as trading securities, at fair value (amortized cost

8232 805 .. e e
Redeemable preferred stock, at fair value (cost $2,086). ... .. ... ... ... ... ....
Equity securities:

Common stocks, at fair value (cost $805,707 and $576,212, respectively) . . .. ... ...

Common StOCks, @t BQUILY . . . . oottt e e e
Short-term investments, at fair value . .. . .. .. ... ... . e
Cash and cash equivalents. . . .. ... .. ... i e
Cash and cash equivalents held as collateral . . ... ...... .. . ... ... ... ...
Other INVeSted ASSBIS .\t vttt it ittt s e e et e

Total investments and cash. ... ... ... ... .. . L,
Accrued Investment iNCOME . . ... ... ...ttt e
Premiums receivable ... ... .. e
Reinsurance recoverable on paid losses . .. ... ... . .. . i
Reinsurance recoverable on unpaid losses .. .. ... ... i
Prepaid reinsurance premiums. .. .o ..ottt s
Funds held by reinsureds . ... ... it e e e e
Deferred acquisition COSIS ., . . . - . . .. .ttt e
Federal and foreign income taxes receivable. . ... ... . ... oo oL,
L0 1 T T

TOtAl 888, &« v v v ittt et et e e e e e e e e

Unpaid losses and loss adjustment expenses. ... ... ... ... i i,
Uneamed PrEmiUmMS . . . o oo oottt e et e e e
Reinsurance balances payable . .. ... ... . . s
Funds held under reinsurance CONracts . .. ....... ..ot iinennninnnanens
Debt obligations. . . ... o i e e
Federal and foreign income taxes payable .. ... ... . .. e
Obligation (o return borrowed securities. . . ... .. ..o
Other Liabilities . . ... . . . i e e e e

Total Habilities . . oot ot it i e e e e e s

Commitments and Contingencies {Note 14)

SHAREHOLDERS®’ EQUITY

Preferred shares, $0.01 par value; 200,000,000 shares authorized; 2,000,000 Series A

shares and 2,000,000 Sertes B shares issued and owtstanding . . .. ..... ... ... ...
Common shares, $0.01 par value; 500,000,000 shares authorized; 69,684,726 and

71,218,616 shares issued, respectively .. ... ... .. .. ...
Additional paid-in capital . .. . . ... L. e
Treasury shares, at cost {163,232 and 77,668 shares, respectively} .. ...............
Accumulated other comprehensive income, net of deferred income taxes . ...........
Retained eamings. . . . ... ... i e i

Total shareholders’ equity . ... .. i i i e s
Total liabilities and shareholders’ equity ... ...... ... . ... .. . ...

See accompanying notes to consolidated financial statements.
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December 31,

2007

2006

(In thousands, except share
and per share amounts)

$4,402,260  $3,501,580
243,164 —
1,187 —
885,751 636,749
157,450 245416
483,757 119,403
897,963 2,061,796
295,225 365,033
412,687 136,111
7,779,444 7,066,088
70,597 50,930
470,227 4754353
83,123 59,768
643,509 739,019
60,528 50,486
151,997 154,573
150,800 149,886
— 116,920
90,776 90.589
$9,501,001  $8,953,712
$5,119,085  $5,142,159
724,272 741,328
98,864 102,711
84,696 96,854
489,154 512,504
13,615 —
60,675 119,798
255,940 154,779
6,846,301 6,870,133
40 40
697 712
958,544 1,029,349
(6,250) (2,528)
85,023 25,329
1,616,646 1,030,677
2,654,700 2,083,579
$9.501,001  $8,953,712




ODYSSEY RE HOLDINGS CORPF.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,
2007 2006 2005
(In thousands, except share and per share amounts)

REVENUES
Gross premiums WHHEN . .. ... ... ittt $ 2,282,682 § 2335742 § 2,626,920
Ceded premiums written .. .. .. .. 00 i 193,239 174,807 325,251
Net premiums WHHED . . .. .. .ottt ie e 2,089,443 2,160,935 2,301,669
Decrease (increase) in uneamed premiums. . ... ............ 31,094 64,891 (24,849
Net premivms earned. .. ... ... i i e $ 2,120,537 $ 2225826 § 2,276,820
Net investment iNCOME . . ..t r oo e ittt eeeetasean 329,422 487,119 220,092
Net realized investment gains . ............ ..., 539,136 189,129 59,866
TOtal TEVEMUES . . v v v e et et et e e ia e 2,989,095 2,902,074 2,556,778
EXPENSES
Losses and loss adjustment expenses . . ..........ovvueen.n 1,408,364 1,484,157 2,061,611
ACQUISION COSES. . .. .o v e e e e 437,257 464,148 470,152
Other underwriting expenses . .. ... ... .coo it iiiaenn 178,555 153,476 146,030
Other expense, NeL . . . ... ...ttt 14,006 21,120 27,014
INEEFESt EXPEISE .« v v vt e v e i e et s e 37,665 37,515 20,991
L.oss on early extinguishment of debt. . .. ................. — 2,403 3,822
Total EXPENSES. . . .. ..ot e e s 2,075,847 2,162,859 2,738,620
Income (loss) before income taxes ... ........... ...t 913,248 739,215 (181,842)
Federal and foreign income tax provision (benefit):
L0105 ¢ =1 | 201,803 144,967 (13,319
Deferred . ... e 115,870 86,342 (52,801}
Total federal and foreign income tax provision (benefit) . .. .. 317,673 231,309 (66,120)
Netincome (J085) . ..t v ittt e e e 595,575 507,906 (115,722)
Preferred dividends . . ... ... ... .. . e (8,345) (8,257) (1,944)
NET INCOME (LOSS) AVAILABLE TO COMMON
SHAREHOLDERS ... . ........ .. . e, $ 587230 $ 499649 § (117.,666)
BASIC
Weighted average common shares outstanding . ............. 70,443,600 68,975,743 65,058,327
Basic earnings {loss) per common share. . ................. $ 834 § 724 % (1.81)
DILUTED
Weighted average common shares outstanding . ... ... ....... 71,387,255 72,299,050 65,058,327
Diluted earnings (loss) per common share . .. .............. 5 323 % 693 §% (1.81)
DIVIDENDS
Dividends declared per common share . .. ................. $ 0250 §$ 0.125 3 0.125
COMPREHENSIVE INCOME (L.OSS)
Netincome (I0SS) . ... ...ttt e i s e e $ 595575 % 507906 $ (115722)
Other comprehensive income (loss), netoftax . ............. 76,190 (83,474) (3,179
Comprehensive income (I0SS) .. ..o it $ 671,765 $ 424432 § (118,901)

See accompanying notes to consolidated financial statements.
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ODYSSEY RE HOLDINGS CORP.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Years Ended December 31,

2007

2006

2005

(In thousands, except share amounts)

PREFERRED SHARES (par value)

Balance, beginning of year . . ... ... .. ... .. b 40 3 40 3 —
Issued during year . . . ... ..o e — — 40
Balance,end of year .. ... ... . .. .. .. e 40 40 40
COMMON SHARES (par value)
Balance, beginning of year . .. ... ... .. . .. e 712 692 651
Common shares issued during the year . . .. ... ... ... ... ....... . ..... 11 20 4]
Common shares repurchased and retired during the year . . ... .............. (26) — —
Balance, end of year . . .. ... . ... e 697 712 692
ADDITIONAL PAID-IN CAPITAL
Balance, beginning of year .. ... ... ... e 1,029,345 984,571 791,896
Common shares issued during the year . . . . ... ..., ... .. ... ... a., 25,825 43,735 102,085
Common shares repurchased and retired during the year . . . ... ............. (94,457) — —_—
Net effect of share-based compensation. . .. .......... .. ............... (2,173) 2,813 (6.891)
Cumulative effect of a change in accounting for unearned share compensation . . . . — (1,770) —
Preferred shares issued during the year ... .. ... .. .. .. oo oL — — 97,471
Balance, end of year . ... ... e e 958,544 1,029,349 984,571
TREASURY SHARES (at cost)
Balance, beginning of year . . . ...... .. . ... e (2,528) (2,916) (9.426)
Purchases during the year . . ... ... ... .. i e (16,555) (4.733) {4,130)
Reissuance during the year . ... ... ... ... .. .. ... ... . . i 12,833 5,121 10,640
Balance,end of year . . . .. ... . e {6.250) (2,528) (2,916)
UNEARNED STOCK COMPENSATION
Balance, beginning of year . . ... ... .. L. i e - {1,770} (2,818)
Cumulative effect of a change in accounting for unearned share compensation . . . . — 1,770 —
Forfeitures of restricted shares during the year . ... ............ ... ... ... — — 439
Amortization of restricted shares during the year. . ... ... ... ... ... . L. — — 609
Balance, end of year . . ... ... e — — (1,770)
ACCUMULATED OTHER COMPREHENSIVE INCOME, NET OF

DEFERRED INCOME TAXES
Balance, beginningof year . . ... ... L o 25,329 119,039 122,218
Cumulative effect of a change in accounting due to the adoption of SFAS 155 . . .. (16.496) — —
Unrealized net appreciation {depreciation) on securities, net of reclassification

AOJUSLINENES © o v v vt vttt e e e e e e e e 77,783 (82,760) 37,641
Foreign currency translation adjustments . . . ......... .. ... ... ... ... ... (1,658) (660) (40,840)
Pension liability. . . . ... ... .. e 65 (54) 20
Cumulative effect of a change in accounting due to the adoption of SFAS 158 . . .. — (10,236) —
Balance,end of year . .. .. ... . ... L. 85,023 25,329 119,039
RETAINED EARNINGS
Balance, beginning of year . . .. ... ... ... ... L e 1,030,677 539,799 665,715
Cumulative effect of a change in accounting due to the adoption of SFAS 155 . . .. 16,496 — —_
Net income (l0S8) . . ... vt e e 595,575 507,906 {115.722)
Dividends to preferred shareholders . . .. .. ... ... oo oo (8,345) (8,257) (1,944)
Dividends to common shareholders. . ... .. ... ... . ... .. . . (17,757) (8,771) (8,250)
Balance, end of Year . ... ... ... e 1,616,646 1,030,677 539,799
TOTAL SHAREHOLDERS’ EQUITY . ... ....... ... ..... ... ... ..... $ 2,654,700 $ 2,083,579 $ 1,639.455
COMMON SHARES OUTSTANDING
Balance, beginning of year . . ... ... . .. ... e 71,140,948 69,127,532 64,754,978
Issued during the year .. .. ... ... . . e e 1,103,099 1,975.759 4,100,000
Repurchased and retired during the year . .. ...... ... ... .. ... ... ... (2.636,989) — —
Net treasury shares (acquired) reissued , . . ... ... ... ... ... . ..., (85,564) 37,657 272,554
Balance, end of year . . ... . ... ... .. 69,521,494 71,140,948 69,127,532

See accompanying notes to consolidated financial statements.
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ODYSSEY RE HOLDINGS CORP.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2007 2006 2005
{In thousands)
CASH FLOWS FROM OPERATING ACTIVITIES
Net inCOME (1085, + o v oottt et et e et et e i $ 595575 % 507906 §$ (115722)
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
(Increase) decrease in premiums receivable and funds held, net ... .... .. (31,559) 46,837 (23,008)
(Decrease) increase in uncarned premiums. . ... ... L (27,099) (58,947 18,807
Increase in unpaid losses and loss adjustment expenses. .. .. .......... 72,436 492,217 739,031
Decrease (increase) in current and deferred federal and foreign income
BAXES, MEL o o v v v v v e r e e e e e e e 93,738 171,960 (129,483)
(Increase) decrease in deferred acquisition costs . . . ... ... e 914) 21,464 (1,831)
Other assets and liabilities, net. .. .. ... ... . (8,791) (232,273 (28,846)
Net realized investment ains. . . ..o n e e n i (539,136) (189,129) {59,866)
Bond discount amortization, EL . . . v v o v v v e e et e e e s (3,582) (15,790) {11,312)
Amortization of stock-based compensation . .......... ... ... .. ... 6,714 5,642 4,153
Net sales of trading securities. ... .. ... i i i 31,361 —_ —
Loss on early extinguishment of debt . . ... ... oo — 2,403 3,822
Net ¢cash provided by operating activities .. ................... 188,743 752,290 395,745
CASH FLOWS FROM INVESTING ACTIVITIES
Maturities of fixed income securities . .. ... .. ... ... i 19,829 165,397 58,600
Sales of fixed income SECUTINI=ZS . . . . v et i et i 536,372 386,306 1,408,068
Purchases of fixed income SeCUmties. . . . ... vt i et oot s (1,531,002)  (1,403,114)  (1,545,521)
Sales of equity SECUILES. . . . ..ot i e e e 358,483 1,058,644 210,442
Purchases of equity securities ... ...t i (365,399) (487,137 (328,259)
Net purchases of other invested assets . ........ ... . ooy 2,905 (54,331) (23,209)
Net change in cash and cash cquivalents held as collateral . .. ........... 63,929 42,280 {64,124)
Net change in obligation to return borrowed securities ... ... ........... 1,342 31,019 23,176
Net change in shoft-lerm inveStMEnts . . .. .. ..o v vt i it e i e e (348,637 (43,422) (4,182)
Net cash used in investing activities. .. ... ... .. ... . ... (1,262,178) (304,358) (265,009)
CASH FLOWS FROM FINANCING ACTIVITIES
Common shares repurchased and retired . . ............. ... ... .. ... (92,165) — —
Purchase of treasury shares .. ........... ... ... . . ... i (17,259) (3,095) (4,130)
Dividends paid to preferred shareholders, ... ... .. ... ... .. ... ... (8,369) (8,107) —
Dividends paid to common shareholders . ... ... . ... ... o oL (17,757 (8,771) (8,250}
Proceeds from exercise of stock options . ... ........... ... . ... ... 2,530 1,438 1,503
Excess tax benefit from stock-based compensation. . .. ................ 1,503 671 —
Net proceeds from commen share issuance . . ... ... ... oo — 1,300 102,135
Nel proceeds from preferred share issuance. ... ... ... . . ool — — 97,511
Net proceeds from debtissuance .. .. ... ... o e — 138,966 123,168
Repaymentofdebt . . ...... ... .. .. . . i e — (59,333) (34,202)
Net cash (used in) provided by financing activities .. ............ (131,517) 63,069 277,735
Effect of exchange rate changes on cash and cash equivalents . . . . ........ 41,119 22,368 (30,792)
(Decrease) increase in cash and cash equivalents . . . .... ... .......... (1,163,833 533,369 377,679
Cash and cash equivalents, beginning of year. ... ... ... ... ... ... 2,061,796 1,528,427 1,150,748
Cash and cash equivalents, end of year . ... ....... .. iy $ 897963 $2061,796 $ 1,528,427
Supplemental disclosures:
Interestpaid . . ... ... .t e $ 36985 § 37,131 § 28463
[ncometaxespaid . . ... ... v $ 224621 § 59278 3 63370
Non-cash activity (see Note 11):
Conversion of 4.375% convertible debentures . . . .. ............... $ (23474 $ (39,116) 3 _
Issuance of COMMON SKOCK .+ . v v vttt o oo e i e $ 23474 % 39,116 3§ —

See accompanying notes to consolidated financial statements.
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ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization

Odyssey Re Holdings Corp. (together with its subsidiaries, the “Company” or “OdysseyRe”} is an underwriter
of reinsurance, providing a full range of property and casualty products on a worldwide basis, and an underwriter of
specialty insurance, primarily in the United States and through the Lloyd’s of London marketplace. Odyssey Re
Holdings Corp, was formed as a holding company and incorporated in Delaware in 2001 in conjunction with its
initial public offering. Odyssey Re Holdings Corp. owns all of the common shares of Odyssey America Reinsurance
Corporation {“Odyssey America”), its principal operating subsidiary, which is domiciled in the state of Connect-
icut. Odyssey America directly or indirectly owns all of the common shares of the following domestic and foreign
subsidiaries: Clearwater Insurance Company (“Clearwater”); Clearwater Select Insurance Company (“Clearwater
Select”); Odyssey UK Holdings Corporation; Newline Underwriting Management Ltd., which owns and manages
Newline Syndicate 1218, a member of Lloyd’s of London (collectively, “Newline”); Newline Insurance Company
Limited (“NICL"); Hudson Insurance Company (“Hudson™); Hudson Specialty Insurance Company and Napa
River Insurance Services, Inc. As of December 31, 2007, Fairfax Financial Holdings Limited (“Fairfax™), a publicly
traded financial services holding company based in Canada, owned 61.0% of OdysseyRe.

2. Summary of Significant Accounting Policies

(a) Basis of Presentation. The accompanying consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of America (“GAAP”). The
consolidated financial statements include the accounts of the Company and its subsidiaries. Intercompany
transactions have been eliminated. The preparation of the consolidated financial statements in conformity with
GAAP requires management to make estimates and assumptions, which could differ materially from actual results,
that affect the reported amounts of assets, liabilities, revenues and expenses and disclosure of contingent assets and
liabilities. Certain amounts from prior periods have been reclassified to conformn with the current year’s
presentations.

(b) Investments. The majority of the Company’s investments in fixed income securities and common stocks
not accounted for under the equity method, are categorized as “available for sale,” and are recorded at their
estimated fair value based on quoted market prices. Effective January i, 2007, the Company has categorized its
investment in fixed income securities that contain embedded derivatives as trading securities (see Note 3). Short-
term investments, which have a maturity of one year or less from the date of purchase, are carried at fair value. The
Company considers all highly liquid debt instruments purchased with an original maturity of three months or less to
be cash equivalents. Investment transactions are recorded on their trade date, with balances pending settlement
reflected in the consolidated balance sheet as a component of cther assets or other liabilities.

The Company records its proportionate share of income or loss from common stocks of affiliates, limited
partnerships and investment funds in investment income in accordance with the equity methed of accounting and
includes these investments in other invested assets in the consolidated balance sheet. The Company routinely
evaluates the carrying value of these investments. In the case of limited partnerships and investment funds, the
carrying value is generally established on the basis of the net valuation criteria as determined by the managers of the
investments. Such valuations could differ significantly from the values that would have been available had markets
existed for the securities. Income from equity investees, including realized gains or losses, is recorded in net
investment income. Unrealized appreciation and depreciation related to available for sale securities are recorded
through accumulated other comprehensive income, a component of shareholders’ equity. Unrealized appreciation
and depreciation relating to trading securities are recorded as realized investment gains or losses in the consolidated
statements of operations. The unrealized appreciation and depreciation related to hedge funds and private equity
investments, is recorded in net investment income. Other invested assets also include trust accounts relating 1o the
Company’s benefit plans and derivative securities which are each carried at fair value. Due to the timing of when
financial information is reported by equity investees, including limited partnerships and investment funds, resulis
attributable to these investments are generally reported by OdysseyRe on a one month or one quarter lag. If the
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ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Company becomes aware of a significant event that would impact the value of these investments, it will assess the
impact, if any, on the carrying value of the investment.

The net amount of unrzalized appreciation or depreciation of the Company’s investments, net of applicable
deferred income taxes, is reflected in shareholders’ equity in accumulated other comprehensive income. A decline
in the fair value of an investment below its cost or amortized cost that is deemed other-than-temporary is recorded as
a realized investment loss in the consolidated statements of operations, resulting in a new cost or amortized cost
basis for the investment. An other-than-temporary decline in the carrying value of an investment recorded in
accordance with the equity method of accounting is recorded in net investment income in the consolidated
statements of operations. Realized investment gains or losses are determined on the basis of average cost.
Investment income, which is reported net of applicable investment expenses, is recorded as earned.

(¢) Premium Revenue Recognition. Reinsurance assumed premiums written and related costs are based
upon reports received from ceding companies, Where reinsurance assumed premiums written have not been
reported by the ceding company, they are estimated, at the individual contract level, based on historical patterns and
experience from the ceding company and judgments of the Company. Subsequent adjustments to premiums written,
based on actual results or revised estimates from the ceding company, are recorded in the period in which they
become known. Reinsurance assumed premiums written related to proportional treaty business are established on a
basis that is consistent with the coverage periods under the terms of the underlying insurance contracts. Reinsurance
assumed premiums written related to excess of loss and facultative reinsurance business are recorded over the
coverage term of the contracts, which is generally one year. Unearned premium reserves are established for the
portion of reinsurance assumed premiums written to be recognized over the remaining contract period. Unearned
premium reserves related to proportional treaty contracts are computed based on reports received from ceding
companies, which show premiums written but not yet earned. Premium adjustments made over the life of the
contract are recognized as earned premiums based on the applicable contract period to which they apply. Insurance
premiums are earned on a pro rata basis over the policy period, which is generally one year. A reserve for
uncollectible premiums is established when considered appropriate.

The cost of reinsurance purchased by the Company (reinsurance premiums ceded) is reported as prepaid
reinsurance premiums and amortized over the contract period in proportion to the amount of insurance protection
provided. The ultimate amount of premiums, including adjustments, is recognized as premiums ceded, and
amortized over the applicable contract period to which they apply. Reserves are established for the unexpired
portion of premiums ceded and recorded as an asset in prepaid reinsurance premiums, Premiums earned are
reported net of reinsurance ceded premiums earned in the consolidated statements of operations. Amounts paid by
the Company for retroactive reinsurance that meets the conditions for reinsurance accounting are reported as
reinsurance receivables to the extent those amounts do not exceed the associated liabilities. If the liabilities exceed
the amounts paid, reinsurance receivables are increased to reflect the difference, and the resulting gain is deferred
and amortized over the esrimated settlement period. If the amounts paid for retroactive reinsurance exceed the
liabilities, the Company will increase the related liabilities or reduce the reinsurance receivable, or both, at the time
the reinsurance contract is effective, and the excess is charged to net income. Changes in the estimated amount of
liabilities relating to the underlying reinsured contracts are recognized in net income in the period of the change.

(d) Deferred Acquisition Costs.  Acquisition costs, which are reported net of acquisition costs ceded, consist
of commissions and brokerage expenses incurred on insurance and reinsurance business written, and are deferred
and amortized over the period in which the related premiums are earned, which is generally one year. Commission
adjustments are accrued based on changes in premiums and losses recorded by the Company in the period in which
they become known. Deferred acquisition costs are limited to their estimated realizable value based on the related
unearned premium, which considers anticipated losses and loss adjustment expenses and estimated remaining costs
of servicing the business, all based on historical experience. The realizable value of the Company’s deferred
acquisition costs is determined without consideration of investment income,
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{e) Goodwill and Intangible Assets. The Company accounts for goodwill and intangible assets in accor-
dance with SFAS 141, “Business Combinations.” A purchase price paid that is in excess of net assets (“goodwill™)
arising from a business combination is recorded as an asset, and is not amortized. Intangible assets with a finite life
are amortized over the estimated useful life of the asset. Intangible assets with an indefinite useful life are not
amortized. Goodwill and intangible assets are tested for impairment on an annual basis or more frequently if events
or changes in circumstances indicate that the carrying amount may not be recoverable. If the goodwill or intangible
asset is impaired, it is written down to its realizable value with a corresponding expense reflected in the consolidated
statements of operations. The Company has determined that its goodwill and intangible assets are not impaired as of
December 31, 2007 and 2006. Goodwil! and intangible assets with an indefinite useful life are carried at
$30.5 million and are reflected in other assets as of both December 31, 2007 and 2006, respectively. As of
December 31, 2007 and 2006, intangible assets with a finite life are also reflected in other assets with a value of
$4.3 million and $5.1 million, respectively. The Company amortized $0.8 million in each of the years ended
December 31, 2007, 2006 and 2005 related to its intangible assets with a finite life.

{f) Unpaid losses and loss adjusiment expenses. The reserves for losses and loss adjustment expenses are
estimates of amounts needed to pay reported and unreported claims and related loss adjustment expenses. The
estimates are based on assumptions related to the ultimate cost to settle such claims. The inherent uncertainties of
estimating reserves are greater for reinsurers than for primary insurers, due to the diversity of development patterns
among different types of reinsurance contracts and the necessary reliance on ceding companies for information
regarding reported claims. As a result, there can be no assurance that the ultimate liability will not exceed amounts
reserved, with a resulting adverse effect on the Company.

The reserve for unpaid losses and loss adjustment expenses is based on the Company’s evaluations of reported
claims and individual case estimates received from ceding companies for reinsurance business or the estimates
advised by the Company's claims adjusters for insurance business. The Company utilizes generally accepted
actuarial methodologies to determine reserves for losses and loss adjustment expenses on the basis of historical
experience and other estimates. The reserves are reviewed continually during the year and changes in estimates in
losses and loss adjustment expenses are reflected as an expense in the consolidated statements of operations in the
period the adjustment is made. Reinsurance recoverables on unpaid losses and loss adjustment expenses are
reported as assets. A reserve for uncollectible reinsurance recoverables is established based on an evaluation of each
reinsurer or retrocessionaire and historical experience. The Company uses tabular reserving for workers’ com-
pensation indemnity reserves, which are considered to be fixed and determinable, and discounts such reserves using
an interest rate of 3.5%. Losses have been discounted using the Life Table for Total Population, United Siates, 2004.

(g} Deposit Assets and Liabilities. The Company may enter into assumed and ceded reinsurance contracts
that contain certain loss limiting provisions and, as a result, do not meet the risk transfer provisions of SFAS 113,
*Accounting for Reinsurance of Short-Duration and Long-Duration Contracts.” These contracts are accounted for
using the deposit accounting method in accordance with Statement of Position 98-7, “Deposit Accounting:
Accounting for Insurance and Reinsurance Contracts That Do Not Transfer Risk™ (“SOP 98-7"). Under the deposit
method of accounting, revenues and expenses from reinsurance contracts are not recognized as written premium
and incurred losses. Instead, the profits or losses from these contracts are recognized net, as other income or expense
over the contract or contractual settiement periods. In accordance with SOP 98-7, these contracts are deemed as
cither transferring only significant timing risk or transferring neither significant timing nor underwriting risk.

For such contracts, the Company initially records the amount of consideration paid as a deposit asset or
received as a deposit liability. Revenue or expense is recognized over the term of the contract, with any deferred
amount recorded as a component of assets or liabilities until such time it is earned. The ultimate asset or liability
under these contracts is estimated, and the asset or liability is initially established, which represents consideration
received, is increased or decreased over the term of the contract. The change during the period is recorded in the
Company’s consolidated statements of operations, where increases and decreases in the ultimate asset or liability
are shown in other expense, net. As of December 31, 2007 and 2006, the Company had reflected in other assets
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$8.5 million and $8.5 million, respectively, and in other liabilities $1.0 million and $0.7 million, respectively,
related to deposit contracts. In cases where cedants retain the consideration on a funds held basis, the Company
records those assets in other assets, and records the related investment income on the assets in the Company’s
consolidated statements of operations as investment income,

(h) Income Tuxes. The Company records deferred income taxes to provide for the net tax effect of temporary
differences between the carrying values of assets and liabilities in the Company’s consolidated financial statements
and their tax bases. Such differences relate principally to deferred acquisition costs, uneamed premiums, unpaid
losses and loss adjustment expenses, investments and tax credits. Deferred tax assets are reduced by a valuation
allowance when the Company believes it is more likely than not that all or a portion of deferred taxes will not be
realized. As of December 31, 2007 and 2006, a valuation allowance was not required. During the third quarter of
2006, Fairfax reduced its ownership of the Company to below 80%, and as a result, the Company has been
deconsolidated from the United States tax group of Fairfax. Accordingly, the Company has filed a separate
consolidated tax return for the period August 29, 2006 to December 31, 2006 and will file a separate consolidated
tax return for 2007. The deconsolidation has no effect on the Company’s tax position (see Note 13). The Company
elected to recognize accrued interest and penalties, if any, if any, associated with uncertain tax positions as part of
the income tax provision. As of December 31, 2007, the Company has not recorded any interest or penalties.

(i) Derivatives. The Company utilizes derivative instruments to manage against adverse changes in the
value of its assets and liabilities. Derivatives include credit default swaps, call options and warrants, total return
swaps, interest rate options, forward currency contracts and other equity and credit derivatives. In addition, the
Company holds options on certain securities within its fixed income portfolio, which allows the Company to extend
the maturity date on fixed income securities or convert fixed income securities to equity securities. Prior to the
adoption of SFAS 155, “Accounting for Certain Hybrid Financial Instruments — an amendment of SFAS 133 and
140" on January 1, 2007 (see Note 3), conversion options and maturity extension features were bifurcated from the
fixed income security and measured separately at fair value. All derivative instruments are recognized as either
assets or liabilities on the consolidated balance sheet and are measured at their fair value. Gains or losses from
changes in the derivative values are accounted for based on how the derivative is used and whether it qualifies for
hedge accounting. As the Company’s derivative instruments do not qualify for hedge accounting, changes in fair
value are included in realized investment gains and losses in the consolidated statements of operations. Margin
balances required by counterparties in support of derivative positions are included in cash and cash equivalents held
as collateral.

(j) Operating Segments. The Company has four operating segments to reflect the manner in which
management monitors and 2valuates the Company’s financial performance. The Company’s four segments include:
Americas, EuroAsia, London Market and U.S. Insurance (see Note |2).

(k) Foreign Currency. Foreign currency transaction gains or losses resulting from a change in exchange
rates between the currency in which a transaction is denominated, or the original currency, and the functional
currency are reflected in thz consolidated statements of operations in the period in which they occur. The Company
translates the financial statements of its foreign subsidiaries and branches, which have functional currencies other
than the United States dollar, into United States dollars by translating balance sheet accounts at the balance sheet
date exchange rate and income statement accounts at the average exchange rate for the year. Translation gains or
losses are recorded, net of deferred income taxes, as a component of accumulated other comprehensive income.

(1) Earnings Per Share. Basic earnings per common share are calculated by dividing net income (loss)
available to common shareholders by the weighted average number of common shares outstanding, excluding those
non-vested shares granted under the OdysseyRe Restricted Share Plan. Diluted earnings (loss} per common share
are calculated by dividing net income (loss) available to common shareholders by the weighted average number of
common shares outstanding, inclusive of: vested and non-vested shares, granted under the OdysseyRe Restricted
Share Plan, as determined using the treasury stock method; stock options that would be assumed to be exercised on
the balance sheet date, as determined vsing the treasury stock method; and the effect of the conversion of the

103




ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Company’s convertible debt to equity securities. Restricied shares, stock options or the effect of the conversion of
the convertible debt and the related interest expense would not be included in the calculation of diluted earnings per
common share, if the effect would be antidilutive, (see Note 4).

(m) Stock Compensation Plans. In April 2002, the Company’s shareholders approved the Odyssey Re
Holdings Corp. 2002 Stock Incentive Plan (the “2002 Plan™). Effective January 1, 2003, the Company adopted the
expense recognition provisions of SFAS 123, “Accounting for Stock-Based Compensation,” on a prospective basis,
in accordance with SFAS 148, “Accounting for Stock-Based Compensation — Transaction and Disclosure” with
respect to the 2002 Plan. The prospective method requires the application of the fair value based method to
compensation awards granted, modified, or settled on or after the date of adoption. Accordingly, the net loss for the
year ended December 31, 2005 reflects stock-based compensation expense related to stock options granted in 2003
and subsequent. For stock options granted during 2002, the Company accounted for stock-based compensation
based on the intrinsic-value method prescribed in Accounting Principles Board Opinion (“APB”) 25, “Accounting
for Stock Issued to Employees” and related interpretations, as permitted under SFAS 123. In December 2004, the
Financial Accounting Standards Board issued SFAS 123(R) (revised 2004), “Share-Based Payment,” which is a
revision of SFAS 123 and supersedes APB 25. The approach to account for share-based payments in SFAS 123(R) is
similar to the approach described in SFAS 123. SFAS 123(R) requires all share-based payments to employees,
including grants of employee stock options, 1o be recognized in the consolidated financial statements based on their
fair values. Pro forma disclosure of the impact of fair value of share-based payments is no longer an alternative to
financial statement recognition. The Company adopted SFAS 123(R), on a prospective basis, effective January 1,
2006. SFAS 123(R) requires that the deferred stock-based compensation on the consolidated balance sheet on the
date of adoption be netted against additional paid-in capital. As of December 31, 2005, there was approximately
$1.8 million of deferred stock-based compensation that was netted against additional paid-in capital on January 1,
2006.

(n) Payments. Payments of claims by the Company, as reinsurer, to a broker on behalf of a reinsured
company, are recorded on the Company’s books as a paid loss at the time the cash is disbursed. The payment is
treated as a paid claim to the reinsured. Premiums due to the Company from the reinsured are recorded as
receivables from the reinsured until the cash is received by the Company, either directly from the reinsured or from
the broker.

(0) Funds Held Balances. Funds held under reinsurance contracts is an account used to record a liability, in
accordance with the contractual terms, arising from the Company’s receipt of a deposit from a reinsurer or the
withholding of a portion of the premiums due as a guarantee that a reinsurer will meet its loss and other obligations.
Interest generaily accrues on withheld funds in accordance with contract terms. Funds held by reinsureds is an
account used to record an asset resulting from the ceding company, in accordance with the contractual terms,
withholding a portion of the premium due the Company as a guarantee that the Company will meet its loss and other
obligations.

(p) Fixed Assets. Fixed assets, with a net book value of $12.5 million and $10.3 million as of December 31,
2007 and 2006, respectively, are included in other assets. Property and equipment are recorded at cost. Depreciation
and amortization are computed on a straight-line basis over the following estimated useful lives:

Leasehold improvements . . .. ...t iit i ennnn, 10 years or term of lease, if shorter
Electronic data processing equipment and furniture ......... 5 years
Personal computers and software . . ... ....... ... . ...... 3 years

Depreciation and amortization expense for the years ended December 31, 2007, 2006 and 2005 was
$9.5 million, $5.0 million and $7.3 million, respectively.
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3. Recent Accounting Pronouncements

On January 1, 2007, the Company adopted SFAS 155, “Accounting for Certain Hybrid Financial Instru-
ments — an amendment of SFAS 133 and 140.” SFAS 155 applies to certain “hybrid financial instruments,” which
are instruments that contain embedded derivatives. The standard established a requirement to evaluate beneficial
interests in securitized financial assets to determine if the interests represent freestanding derivatives, or are hybrid
financial instruments containing embedded derivatives requiring bifurcation. SFAS 155 permits an election for fair
value measurement of any hybrid financial instrument containing an embedded derivative that otherwise would
have required bifurcation under SFAS 133, including financial instruments previously recorded by the Company
under SFAS 133, As a result of the adoption of SFAS 155 on January 1, 2007, the Company no longer bifurcates the
embedded derivatives included in certain fixed income securities, and, beginning on January 1, 2007, changes in the
fair value of the hybrid financial instruments, which have been categorized as trading securities, are recorded as
realized investment gains and losses in the Company’s consolidated statements of operations. Prior to the adoption
of SFAS 155, changes in the fair value of the host instrument were recorded as unrealized investment gains and
losses, a component of sharcholders’ equity, while changes in the fair value of the embedded derivative were
recorded as realized investment gains and losses. Upon adoption, the Company recorded a cumulative adjustment of
$16.5 million to reclassify unrealized investment gains, net of tax, including foreign currency effects, to retained
earnings as of January 1, 2007,

On January 1, 2007, the Company adopted FASB Interpretation 48 (“FIN 48”), “Accounting for Uncertainty in
Income Taxes — an interpretation of FASB Statement No. 109.” The interpretation clarifies the accounting for
uncertainty in income taxes recognized in a company’s financial statements in accordance with SFAS 109,
“Accounting for Income Taxes.” Specifically, the pronouncement prescribes a recognition threshold and a
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected
to be taken in a tax return. The interpretation also provides guidance on the classification, interest and penalties,
accounting for interim periods, disclosure and transition of uncertain tax positions. The adoption of FIN 48 did not
have a material impact on the Company’s results of operations or financial position.

The Company elected to recognize accrued interest and penalties, if any, associated with uncertain tax
positions as part of the income tax provision. As of December 31, 2007, the Company has not recorded any interest
or penalties. The Company files income tax returns with various federal, state, and foreign jurisdictions. The
Company’s U.S. federal income tax returns for 1999 through 2006 remain open for examination. The Internal
Revenue Service expects to complete their audit of the Company’s 2003 and 2004 tax returns and commence their
audit of the Company’s 2005 and 2006 tax returns during 2008. Income tax returns filed with various state and
foreign jurisdictions remain open to examination in accordance with individual statutes.

In September 2006, the FASB issued SFAS 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans — an amendment of SFAS 87, 88, 106, and 132(R)". SFAS 158 requires, as of
December 31, 2006, the Company to recognize the overfunded or underfunded status of a defined benefit
postretirement plan, including pension plans, as an asset or liability in its balance sheet, and to recognize changes
in that funded status in the year in which the changes occur through other comprehensive income. The Company
adopted the recognition provisions of SFAS 158. As a result of the adoption, as of December 31, 2006, the Company
recorded a one-time charge of $15.7 million to increase other liabilities, a $5.5 million deferred tax asset and a
$10.2 million decrease to accumulated other comprehensive income on its balance sheet. In addition, SFAS 158
requires that, as of December 31, 2008, employers measure plan assets and liabilities as of the date of their financial
statements. SFAS 158 does not require retrospective application.

In September 2006, the FASB issued SFAS 157, “Fair Value Measurements,” to define existing fair value
measurements, create a framework for measuring fair value, and expand disclosures about fair value measurements. -
SFAS 157 will be effective for the Company beginning in the first quarter of 2008. The impact of the adoption of
SFAS 157 is not expected to have a material effect on the Company’s consolidated financial statements.
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In February 2007, the FASB issued SFAS 159, “The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 115,” which provides a fair value option (“FVQO™)
to measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by-in-
strument basis. SFAS 159 will be effective for the Company beginning in the first quarter of 2008. The Company
will elect the FVO for one investment that is currently recorded under the equity method of accounting. On
January 1, 2008, the Company will discontinue applying the equity method of accounting for this investment and in
accordance with SFAS 159, will carry the investment at fair value with changes in fair value recognized as realized
gains or losses in the consolidated statements of operations. As a result of adopting the FVO for this investment, the
Company will record a cumulative adjustment of $1.5 miilion to reclassify foreign currency unrealized gains, net of
tax, to retained earnings as of January 1, 2008.

In June 2007, the American Institute of Certified Public Accountants (“AICPA"™) issued Statement of Position
07-1 (“SOP 07-17), “Clarification of the Scope of the Audit and Accounting Guide for Investment Companies and
Accounting by Parent Companies and Equity Method Investors for Investments in Investments Companies,” to
assist entities in determining if the guidance of the AICPA Audit and Accounting Guide for Investrnent Companies
should be followed and whether the industry accounting shouid be utilized by parent companies and other investees
that exercise significant influence over the investment company. SOP 07-1 requires extensive disclosures, if the
entity falls under the definition of an investment company, or the entity is a parent or equity method investor that
owns an investment that falls within the scope of investment company accounting. The Company anticipates that the
adoption of SOP 07-1 will not have a material effect on its consolidated financial position or results of operations.
SOP 07-1 will require the Company to make additional disclosures regarding certain investments. On October 17,
2007, the effective date for SOP 07-1 was indefinitely deferred, as it will be further reviewed by the FASB.

In December 2007, the FASB issued SFAS 141(R), “Business Combinations,” to replace SFAS 141, “Business
Combinations.” While several items from SFAS 141 were retained, including the acquisition method of accounting
and the recognition of intangible assets separately from goodwill, SFAS 141(R) broadens its scope and establishes a
definition of the acquirer and the acquisition date. SFAS 141(R) should be applied on a prospective basis in the first
annual reporting period beginning on or after December 15, 2008. Earlier application is prohibited.

In December 2007, the FASB issued SFAS 160, “Non-controlling Interests in Consolidated Financial
Statements,” which amends Accounting Research Bulletin 51, “Consolidated Financial Statements,” to establish
accounting and reporting standards for the non-controlling interest in a subsidiary and for the deconsolidation of a
subsidiary. SFAS 160 clarifies the definition of a non-controlling interest and the proper accounting for that entity.
SFAS 160 is effective for fiscal years beginning on or after December 15, 2008. Earlier adoption is prohibited. The
Company is evaluating the impact of the adoption of SFAS 160, if any, on its consolidated financial statements.

4. Earnings Per Common Share

Basic earnings per common share is calculated by dividing net income (loss) available to common share-
holders for the period by the weighted-average number of common shares cutstanding during the period, excluding
those non-vested shares granted under the Odyssey Re Holdings Corp. Restricted Share Plan (“Restricted Share
Plan”). Diluted earnings (loss) per common share is calculated by dividing net income (loss) available to common
shareholders for the period, adjusted for interest expense on the Company’s 4.375% convertible senior debentures
(the “Convertible Notes™), by the weighted-average number of common shares outstanding during the period,
inclusive of: vested and non-vested shares granted under the Restricted Share Plan, as determined using the treasury
stock method; stock options that would be assumed to be exercised on the balance sheet date, as determined using
the treasury stock method; and the effect of the conversion of the Convertible Notes to equity securities. Restricted
shares, stock options or the effect of the conversion of the Convertible Notes and the related interest expense are not
inciuded in the calculation of dilutive earnings per common share, if the effect would be antidilutive.
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Net income (loss) per common share for the years ended December 31, 2007, 2006 and 2005 has been

computed in the following table based upon weighted average common shares outstanding (in thousands, except
share and per share amounts):

2007 2006 2005

Net income (1088} . .. - o i oo it e $ 595575 % 507906 § (115,722)
Preferred dividends . . .......... .. i un. (8,345) (8,257 (1,944)
Net income (loss) available to common

shareholders —basic. .. ... ... ... .. ... . ... 587,230 499 649 (117,666)
Interest on 4.375% convertible senior debentures, net

Of taX . . e e 177 1,603 —_
Net income (loss) available to common

shareholders — diluted . . .................... $ 587407 § 501,252 § (117,666)
Weighted average common shares outstanding —

BaSIC v a e e et 70,443,600 68,975,743 65,058,327
Effect of dilutive shares:
4.375% convertible senior debentures . ............ 351,720 2,817,825 —_
Stockoptions . .. ... ... . e 171,897 146,584 —
Restricted shares. .. ... ... .. i ... 420,038 358,898 —
Total effect of dilutive shares ., ................. 943,655 3,323,307 —
Weighted average common shares outstanding —

diluted .. ... ... e 71,387,255 72,299,050 65,058,327
Net earnings (loss) per common share:

Basic . ... . e e $ 834 $ 724 % (1.81)

Diluted. . ... ... e e e 8.23 6.93 (1.81)

In calculating diluted eamings per share, the Company is required to evaluate each stock option and restricted
stock grant to determine if it is dilutive or antiditutive in nature. For the years ended December 31, 2007 and 2006,
31,926 and 140,153, respectively, existing stock options and restricted stock awards outstanding were excluded
from the computation of weighted average common shares for diluted earnings per common share, due to the
antidilutive effect. For the yzar ended December 31, 2005, the Company incurred a loss; therefore, all stock options,
restricted stock awards and shares related to the Convertible Notes were excluded from the weighted average shares
for diluted earnings per common share, due to the antidilutive effect during the year. Had a loss not been recorded,
the Company would have evaluated the dilutive effect of 6,049,782 shares for the year ended December 31, 2005.

On May 1, 2007, the remainder of the Convertible Notes then outstanding were fully converted and 1.1 million
shares of the Company’s common stock were issued related to the conversion (see Note 11) and weighted for
inclusion in the catculation of basic earnings per share. As the Convertible Notes were outstanding for a portion of
the year ended December 31, 2007, the effect of the conversion of the Convertible Notes has been included in the
diluted weighted average common shares outstanding used in the calculation of diluted earnings per share.
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5. Investments and Cash

A summary of the Company’s investment portfolio as of December 31, 2007, excluding common stocks at
equity. other invested assets and fixed income securities held as trading securities, is as follows (in thousands):

Cost or Gross Gross
Amortized Unrealized Unrealized
Cost Appreciation Depreciation  Fair Value
Fixed income securities available for sale:
United States government, government
agencies and authorities ... ...... ..... $3,030,738 § 55,795 $28,946  $3,057,587
States, municipalities and political
subdivisions . . ... .. ... .. .. ... 173,853 6,207 291 179,769
Foreign governments . ................. 1,124,783 11,685 10,140 1,126,328
All other corporate . .. ................. 41,625 92 3,141 38,576
Total fixed income securities available for
sale. . ... L. e 4,370,999 73,779 42,518 4,402,260
Redeemable preferred stock, at fair value . . . .. 2,086 — 899 1,187
Common stocks, at fair value:
Banks, trusts and insurance companies . . ... 136,957 43,221 — 180,178
Industrial, misceilaneous and all other. . . ... 668,750 63,905 27,082 705,573
Total common stocks, at fair value . ... .. 805,707 107,126 27,082 885,751
Short-term investments, at fair value, ... ... .. 483,757 — — 483,757
Cash and cash equivalents . . .............. 897,963 —_ — 897,963
Cash and cash equivalents held as collateral . . . 295,225 — — 295,225
Total ....... ... . . $6,855,737 $180,905 $70,499  $6,966,143

Common stocks accounted for under the equity method of accounting were carried at $157.5 million as of
December 31, 2007, reflecting gross unrealized appreciation of $25.7 million and gross unrealized depreciation of
$0.1 million. Other invested assets, including amounts that were accounted for under the equity method of
accounting, were carried at $412.7 million as of December 31, 2007, reflecting no gross unrealized appreciation and
gross unrealized depreciation of $0.2 million. Fixed income securities held as trading securities were carried at fair
value of $243.2 miilion as of December 31, 2007, with changes in fair value reflected as realized gains or losses in
the consolidated statements of operations. Fixed income securities held as trading securities include corporate and
foreign government securities, at fair value of $138.2 million and $105.0 million, respectively, as of December 31,
2007.

During the first quarter of 2007, the Company determined that certain short-term investments were more
appropriately classified as cash and cash equivalents held as collateral due to the nature of those invesiments. The
Company has reclassified the corresponding 2006 amounts.

108




ODYSSEY RE HOLDINGS CORP.
NOTES TC' CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

A summary of the Company’s investment portfolio as of December 31, 2006, excluding common stocks at
equity and other invested assets, is as follows (in thovsands):

Cost or Gross Gross

Amortized Unrealized Unrealized
Cost Appreciation Depreciation Fair Value
Fixed income securities available for sale:
United States government, government
agencies and authorities. . .......... $2.613,336 $ 7434 $103,398 $2,517,372
States, municipalities and political
subdivisions . ................... 175,541 6,172 687 181,026
Foreign governments. . .............. 435,927 8,638 3,113 441,452
All other corporate .. ............... 322,852 40,794 1,916 361,730
Total fixed income securities available
forsale ........... ... ... .. ... 3,547,656 63,038 109,114 3,501,580
Common stocks, at fair value:
Banks, trusts and insurance companies. . . 162,065 34,136 781 195,420
Industrial, miscellaneous and all other . . . 414,147 27,182 — 441,329
Total common stocks, at fair value. . . . 576,212 61,318 781 636,749
Short-term investments, at fair value . ... .. 119,403 —_ _ 119,403
Cash and cash equivalents. ... .......... 2,061,796 — — 2,061,796
Cash and cash equivalents held as
collateral .. ......... ... .. ... ..., 365,033 L — — 365,033
Total. . .o v r e $6,670,100 $124,356 $109,895 $6,684,561

Common stocks accounted for under the equity method of accounting were carried at $245.4 million as of
December 31, 2006, reflecting gross unrealized appreciation of $25.7 million and gross unrealized depreciation of
$4.1 million. Other invested assets, including amounts that were accounted for under the equity method of
accounting, were carried at $136.1 million as of December 31, 2006, reflecting no gross unrealized appreciation and
gross unrealized depreciation of $0.1 million.

The fair values of fixed income securities and common stocks are based on the quoted market prices of the
investments as of the close of business on December 31 of the respective years.
(a) Fixed Income Maiurity Schedule

The amortized cost and fair value of fixed income securities as of December 31, 2007, by contractual maturity,
are shown below (in thousands).
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At December 31, 2007

Available for Sale

Held as Trading

Cost or Cost or
Amortized % of Total Amortized % of Total
Cost Fair Value Fair Value Cost Fair Value Fair Value
Dueinone yearorless........... $ 99035 § 98954 22% $ — — —%
Due after one year through five
YEAMS . o v v et 1,557,988 1,583,662 36.0 36,944 34,919 14.4
Due after five years through ten
YEATS . ottt e e 1,016,061 1,026,475 233 114,595 101,196 41.6
Due after ten years . ............. 1,697,915 1,693,169 385 80,966 107,049 44.0
Total fixed income securities . . . . . $4,370,999 $4,402,260 100.0% $232,505 $243,164 100.0%

Actual maturities may differ from the contractual maturities shown in the table above due 1o the existence of
call or put options. In the case of securities containing call options, the actual maturity will be the same as the
contractual maturity if the issuer elects not to exercise its call option. Total securities subject to the call option
represent approximately 1% of the total fair value. In the case of securities containing put options, the actual
maturity will be the same as the contractual maturity if the Company elects not to exercise its put option. Total
securities containing the put option represent approximately 4% of the total fair value.

(b) Net Investment Income and Realized Gains (Losses)

The following table sets forth the components of net investment income for the years ended December 31,

2007, 2006, and 2005 (in thousands):

2007 2006 2008

Interest on fixed income securities . ..................... $205,886  $141,763  $131,570
Dividends on preferred stocks. . .. ........ .. ... ... ..., .. 143 — —
Dividends on common stocks, at fair value . ... ............ 22,351 15,210 13,638
Net income of common stocks, atequity. ................. 15,032 181,327 20,214
Interest on cash and short-term investments. . .............. 79,827 122,531 54,567
Other invested assets .. ... ..o it 44,875 56,577 27,829

Gross INVeStMent INCOIME . . .. v vt vttt et ineannnn 368,114 517,408 247818
Less: investment eXpenses . . . - - ooy vv i nnnnrranan. 30,665 21,022 8,980
Less: interest on funds held under reinsurance contracts .. .. .. 8,027 9,267 18,746

Net investment COME . . . . ..ottt t it e e i iean e a $329,422  $487,119  $220,092

Net income of common stocks, at equity includes an other-than-temporary impairment of $5.3 miltion for the
year ended December 31, 2007 related to the Company’s investment in Advent Capital (Holdings) PLC (“Advent”).
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The following table sets forth the components of net realized investment gains and losses for the years ended
December 31, 2007, 2006, and 2005 (in thousands):

2007 2006 2005
Fixed income securities, available for sale:
Realized investment gains .. ......... ... .covennn.. $ 68675 $ 49,798 $111.813
Realized investment losses. .. ..........uvviinnnn.n 22,285 19,393 29,816
Net realized investment gains. . ............. ....... 46,390 30,405 81,997
Fixed income securities, held as trading securities:
Realized investment gains . . . .......... .. ... eun.n.. 21,568 — —
Realized investment losses. . ........... ... ... ...t 23,835 L — —
Net realized investment losses . . ................... (2,267) — —
Preferred stock:
Realized investment gains . ............ ... .o 4 —_ 26
Realized investment losses. .. ................. ...... 39 — —
Net realized investment (losses) gains. . .............. (393) — 26
Equity securities:
Realized investment gains . . ........................ 153,441 222355 98,506
Realized investment losses. .. .. ....... ... iinena... 47,228 47.006 33,879
Net realized investment gains. . .................... 106,213 175,349 64,627
Derivative securities:
Realized investment gains . .. ....................... 337,086 18,582 33,360
Realized investment losses. . .. ..., .00 non. 53,435 121,704 72,168
Net realized investment gains {losses). . .. ............ 283,651 (103,122) (38,808
Other securities:
Realized investment gains . ......................... 167,902 130,290 23,104
Realized investment losses. . ........ .. ... ... ... ... ... 62,360 43,793 71,080
Net realized investment gains (losses). ... ............ 105,542 86,497 (47,976)
Total realized investment gains:
Realized investment gains ... ....................... 748,676 421,025 266,809
Realized investment losses. . . ...............veern... 209,540 231,896 206,943
Net realized investment gains. .. ................... $539,136 § 189,129 § 59,866

Inctuded in net realized gains for the years ended December 31, 2007, 2006 and 2005, respectively, are net
increases in fair value of $259.0 million and $36.8 million, and a decrease in fair value of $75.9 million, principally
related to derivatives and investments designated as trading securities.
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Included in net realized investment gains for the years ended December 31, 2007, 2006 and 2005 are

$54.5 million, $28.1 million and $54.9 million, respectively, related to realized investment losses on the other-than-
temporary impairment of investments, as follows (in thousands):

2007 2006 2005
Fixed income securities . . ... oot ii et e e $12,004 $ 2,809 $17,933
Preferred stOCKS . . .. .0 et i e e 389 — —
Equity securities .. ... ... .. e e, 42,097 17,143 17,555
Other. . . e — 8,106 19,400
Total other-than-temporary impairments . ... ............... $54,490 $28,148 354,888

(¢) Unrealized Appreciation (Depreciation)

The following table sets forth the changes in unrealized net appreciation {depreciation) of investments, and the
related tax effect, reflected in accumulated other comprehensive income for the years ended December 31, 2007,
2006, and 2005 (in thousands):

2007 2006 2005
Fixed income securities . . . ... oottt e e e $77,337 § 4670 $(54,102)
Redeemable preferred stock - . .. ... 0ot iii i (899) — —
Equity securities . . .. ... . . .. e 23,486 (128,118) 110,298
Other invested asSetS . . .ottt n it e e e e e (20 3879 1,713
Change in net unrealized appreciation (depreciation) of
INVESEMENES . . . o ottt ettt e e et et e 99,904 (127,323) 57,909
Deferred income tax (expense) benefit .. ... .............. (34,966) 44,563 (20,268)

Change in net unrealized appreciation (depreciation) of
investments, netof tax . .............. e 64,938 (82,760) 37.641
Cumulative effect of a change in accounting principle due to

the adoption of SFAS 155, net of tax, excluding foreign
curtency effects . .. .. ... . L. L L 12,845 — o

Change in net unrealized appreciation (depreciation) of
investments included in other comprehensive income
(lO55) . o e $77,783 B (82,7600 § 37,641

The Company reviews, on a quarterly basis, its investment portfolio for declines in value, and specifically
considers securities with fair values that have declined to less than 80% of their cost or amortized cost at the time of
review.-Generally, a change in the market or interest rate environment does not constitute an impairment of an
investment, but rather a temporary decline in value. Temporary declines in investments will be recorded as
unrealized depreciation, net of tax, in accumulated other comprehensive income. If the Company determines that a
decline is “other-than-temporary,” the cost or amortized cost of the investment will be written down to the fair value
and a realized loss will be recorded in the Company’s consolidated statements of operations. An other-than-
temporary decline in the carrying value of investments accounted for in accordance with the equity method of
accounting is recorded in net investment income in the consolidated statements of operations.

In assessing the value of the Company’s debt and equity securities held as investments and possible
impairments of such securities, the Company reviews (i) the issuer’s current financial position and disclosures
related thereto, (ii) general and specific market and industry developments, (iii) the timely payment by the issuer of
its principal, interest and other obligations, (iv) the outlook and expected financial performance of the issuer,
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{v) current and historical valuation parameters for the issuer and similar companies, (vi) relevant forecasts, analyses
and recommendations by research analysts, rating agencies and investment advisors, and (vii) other information the
Company may consider relevant. In addition, the Company considers its ability and intent to hold the security to
recovery when evaluating possible impairments.

The facts and circumstances involved in making a decision regarding an other-than-temporary-impairment are
those that exist at that time. Should the facts and circumstances change such that an other-than-temporary
impairment is considered appropriate, the Company will recognize the impairment, by reducing the cost, amortized
cost or carrying value of the investment to its fair value, recording the loss in its consolidated statement of
operations. Upon the disposition of a security where an other-than-temporary impairment has been taken, the
Company will record a gain or loss based on the adjusted cost or carrying value of the investment.

The following tables reflect the fair value and gross unrealized depreciation of the Company’s fixed income
securities, preferred stocks and common stocks, at fair value, aggrepated by investment category and length of time
that individual securities have been in a continuous unrealized depreciation position, as of December 31, 2007 and
December 31, 2006 (in thousands):

Duration of Unrealized Loss

Less than 12 Months Greater than 12 Months Total
Gross Number Gross Number Gross Numiber
Unrealized of Unrealized of Unrealized of
December 31, 2007 Faltr Value Depreciation Securities Falr Value Depreclation Secorities  Fair Value Depreciation Securities
Fixed income securities
invesiment grade:
United States government,
government agencies
and authorities . . .. .. 3 - 3 — — $ 950,904 $(28,946) 7 $ 950904  $(28,946) 7
States, municipalities and
political subdivisions . . 9,675 (78) 3 20,769 (213) 3 30,444 (291) 6
Foreign govemments. . . . 535,161 (7,308) 7 160,616 (2,832) 8 695,777 (10,140} 15
Corporate . . ......... - —_ — 499 {0 _1 499 (1) __l
Total investment
grade. .......... 544,836 (7,386) i0 1,132,788 (31,992) 19 1,677,624 (39,378} 29
Fixed income securities
non-investment grade,
corporate.. . .. ...... 26,746 {3,140) 6 — -_— — 26,746 (3,140) 6
Total fixed income
securities .. ... ... 571,582 (10,526) 16 1,132,788 (31,992) 19 1,704,370 (42,518) 35
Redeemable preferred
stocks, at fair value. . . . . 472 (899) 1 — — — 472 (899) i
Common stocks, af fair
value .. ...... ... ... 289,942 (27,082) 7 —_ —_ — 289,942 (27,082) 1
Total temporarily
impaired securities . . . §61.996 $(38,507) 24 $1,132,788  $(31,992) 19 $1,994,784  $(70499) 43
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Duration of Unreatized Loss

Less than 12 Months Greater than 12 Months Total
Gross Number Gross Number Gross Number
Unrealized of Unrealized of Unrealized of
December 31, 2006 Fair Value Depreciation Securities Fair Value Depreciation Securities Fair Value Depreciation Securities
Fixed income securities
investment grade:
United States
governmenl,
governmenl agencies
and awhoriies . . . . . $1,167.570  $(13.236) 15 $1,264,244  $(90,162) 39 $2,431.814  $(103,398) 54
States, municipalities
and political
subdivisions . . .. ... 38,785 (168) 4 37,507 (519) 11 76,292 (687) 15
Foreign governments . . . 282,170 (3.113) 12 — — — 282,170 (3,113) 12
Corporate . .. ....... —_ — — 491 9) 1 491 (9 1

grade. ... ...... 1488,525  (16517) 31 1,302,242 (90,690) 51 2790767  (107.207) 82

Fixed income securities
non-investment grade, ’
corporate . . .. ... .. 7,399 (293) 3 62,073 (1.612) 2 69,472 (1,907) S

Total fixed income
securities . ... ... 1,495,924 {16,812) 34 1,364,315 (92,302) 53 2,860,239 (109,114) 87

Common stocks, at fair
value ... .......... —_ — — 13,797 (781) i 13,797 (781) i

Total temporarily
impaired securities. . . $1,495924  $(16.812) M $1,378.112  $(93.083) 54 $2,874.036  $(109,895) 88

The Company believes the gross unrealized depreciation is temporary in nature and has not recorded a realized
investment loss in its statement of operations related to these securities. Given the size of its investment portfolio
and capital position, the Company has the ability and intent to hold these securities until the fair value recovers to its
original cost.

(d) Common Stocks, at Equity

Common stocks, at equity, totaled $157.5 million as of December 31, 2007, compared to $245.4 million as of
December 31, 2006. The following table shows the components of common stocks, at equity, as of December 31,
2007 and 2006 (in thousands):

2007 2006

Fairfax Asia Limited . . ... ... ..ot i i it i $ 60946 S 47,545
TRG Holding Corporation . .. ... ... i i i, 77,714 79,859
Advent Capital (Holdings) PLC......... ... .. ... i, 16,093 19,718
MFXchange Holdings Inc. . ........ ... .. .. . .. . . i, 2,191 1,926
Hub International Limited ... ... ... ... . . . e — 95,993
ORET . . ettt e e e e 506 375

Total common stocks, at eqUIty . . ... oottt e $157.450  $245.416

For common stocks, at equity, as of December 31, 2007, the relative ownership held by the Company is:
Fairfax Asia Limited (100% owned by Fairfax, which includes a 25.9% economic interest owned by the Company),
TRG Holding Corporation (100% owned by Fairfax, which includes 13.0% owned by the Company), Advent
(44.5% owned by Fairfax, which includes 8.1% owned by the Company) and MFXchange Holdings Inc. (“MFX™)

114




ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

{100% owned by Fairfax, which includes 7.4% owned by the Company). Common stocks, at equity, and certain
other invested assets, are recorded under the equity method of accounting based on the Company’s proportionate
share of income or loss and changes in shareholders’ equity of the investee. Due to the timing of when financial
information is reported by investees, results attributable to the investments are generally reporied by the Company
on a cne month or one quarter lag. Dividends received by the Company from these entities were $4.7 million,
$6.0 millicn, and $6.0 million for the years ended December 31, 2007, 2006, and 2005, respectively. The Company
routinely evaluates the carrying value of these investments by reviewing, among other things, each investee’s
current and expected operating performance and current and historical trading values of the issuer’s securities,
where applicable.

The Company sold its 13.2% ownership (5.3 million shares) of Hub International Limited (“Hub") during June
2007 1o a group of private equity firms for $41.50 per share in cash; accordingly, the Company had no equity interest
in Hub as of December 31, 2007.

The Company recognized a pre-tax realized investment gain of $119.2 million ($77.5 million, after tax) related
to the sale of its ownership in Hub.

During 2006, the Company redeemed its interest in HWIC Asia, an investment vehicle that primarily invests in
public foreign equities, resulting in a pre-tax realized gain of $75.1 million. HWIC Asia had been reflected in the
Company’s consolidated financial statements in accordance with the equity method of accounting since the second
quarter of 2005. The carrying value of investments reflected in the value of HWIC Asia is established at their fair
value based on quoted market prices. In accordance with the equity method of accounting, interest and dividend
income, and realized gains and losses of HWIC Asia are included in net investment income.

The following table reflects the effect of the Company’s redemption of HWIC Asia shares during the year
ended December 31, 2006 (in thousands):

Year Ended

December 31,

2006
Shares redeemed . . . . . .. e e 6,016
ConSIderation . . . .. ... i e e e $424,372
Realized gain, pre-tax . ... ..ottt i e $ 75,149

The Company’s equity in the net income of HWIC Asia is included in pre-tax net investment income and is
comprised of the following items for the years ended December 31, 2006 and 2005 (in thousands):

2006 2005
Equity in net investment income of HWIC Asia. . ..................... § Loel % 5069
Equity in net realized investment gains of HWIC Asia.................. 167,646 27,906
Equity in net income of HWIC Asia, before taxes . .................... $168,707  $32,975

Including pre-tax reatized investment gains of $75.1 million for the year ended December 31, 2006, related to
the redemption of HWIC Asia shares, total realized investment gains from the Company’s interest in HWIC Asia
were $242.8 million and $27.9 million, pre-tax for the years ended December 31, 2006 and 2005, respectively.
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A summary of HWIC Asia’s financial information, and the Company’s proportionate share of HWIC Asia as of
August 16, 2006, the date of the Company’s redemption of HWIC Asia, for the period January 1, 2006 through
August 16, 2006 and the year ended December 31, 2005 follows (in thousands):

Investee Financial

Statements Company Share

Augpust 16, 2006 August 16, 2006
Invested assels. . ..o v ettt e e e $121,460 $48,075
Total a858ES . . . . .ttt e e e e 121,482 48,083
Total liabilities . ... ... ... . .. . 61 24
Nt ASSEES - . o o et e et e e $121,421 $48,059

Investee Financial

Statements Company Share

January 1 Jannary 1
through Year Ended through Year Ended
August 16, December 31, August 16, December 31,
2006 2005 2006 2005
Total revenues . . ......ovveeie i $373,318 $61,068 $169,829 $34,511
Total expenses . . ......... .o 1,407 2,463 1,122 1,536
Netincome .............cccnveivvn... $371,911 $58,605 $168,707 $32,975

The aggregate of the Company’s equity investees” summarized financial information, and the Company’s
proportionate share thereof, as of December 31, 2007 and 2006 and for the years ended December 31, 2007, 2006
and 2005, follows (in thousands):

Investee Financial Statements Company Share

December 31, December 31,
2007 2006 2007 2006
Invested assets. .. ............. ... ..., $1,464,477 $1,500,883 3215163  $226,114
Total assets . . ..o 1,923,722 3,013,571 284,123 455,599
Total liabilities ........................ 881,134 1,445,099 126,673 210,183
Netassets . ......oovvvninonnn iy $1,042,588 $1,568472 $157,450 3245416

Investee Financial Statements

Company Share

Year Ended December 31,

Year Ended December 31,

2007 2006 2005 2007 2006 2005
Total revenues . ... ... $814,523 31,054,178  $621,542 $107,629  $290,492  $147,640
Total expenses . .. .. .. 687,118 590,665 633,201 92,597 105,165 127,426
Net income ......... $127,405 § 463,513 $(11,659) $ 15032 $181,327 § 20,214
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(e) Other Invested Assels

Other invested assets totaled $412.7 million as of December 31, 2007, compared to $136.]1 million as of
December 31, 2006. The following table shows the components of other invested assets as of December 31, 2007
and 2006 (in thousands):

2007 2006
Hedge funds, atequity. . ... ... ... i $ 45814 % 37,618
Private equity partnerships, atequity .. ........... ... iiinrennnn.. 27,216 22,767
Derivatives, at fairvalue . .......... ... . ... ... ... ... ... ... 315,889 53,355
Benefit plan funds, at fairvalue . . .......... ... . . .. 17,038 15,641
Other . .. e e 6,730 6,730
Total other invested @SSES . . .. ... vttt ittt et et et et e e $412,687 $136,111

The Company’s hedge fund and private equity partnership investments may be subject to restrictions on
redemptions or sales, which are determined by the governing documents thereof, and limit the Company’s ability to
liquidate these investments in the short term. Due to a time lag in reporting by a majority of hedge fund and private
equity fund managers, valuations for these investments are reported by OdysseyRe on a one month or one quarter
lag. Income from hedge funds and private equity investments included in net investment income totaled $8.2 mil-
lion, $29.3 million and $15.6 million for the years ended December 31, 2007, 2006 and 2005, respectively. With
respect to the Company’s $27.2 million in private equity partnerships included in other invested assets as of
December 31, 2007, the Company has commitments that may require additional funding of up to $14.0 million.
Interest and dividend income, and realized and unrealized gains and losses of hedge funds and private equity
partnerships are generally included in net investment income. Other invested assets include $6.7 million related to
the Company’s investment in O.R.E. Holdings Limited, which is net of an other-than-temporary write-down of
$9.9 million, of which $7.5 million and $2.4 million was recognized during the years ended December 31, 2006 and
2003, respectively.

As of December 31, 2007 and 2006, the Company held one collateral loan which constituted a financial
instrument without a quoted price, or a “non-traded investment.” This collateral loan was fully impaired during
2005. The Company periodically evaluates the carrying values of non-traded investments by reviewing the
borrowers” current financial position and the timeliness of their interest and principal payments. As a result of
this review, the Company recognized an other-than-temporary write-down of $17.0 million for the year ended
December 31, 2005 related to this loan.

(f) Derivative Invesiments and Short Sales

The Company has utilized, and may continue to utilize, credit default swaps, call options and warrants, total
return swaps, interest rate options, forward currency contracts and short sales to manage against adverse changes in
the values of assets and liabilities. These products are not linked to specific assets and liabilities on the balance sheet
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or to a forecasted transaction and, therefore, do not qualify for hedge accounting. The following table sets forth the
Company’s derivative and short sale positions as of December 31, 2007 and 2006 (in thousands):

2007 2006
Fair Value Fair Value
Notional Asset Notional Asset
Amount Cost (Liability) Amount Cost (Liability)
{In U.S. Dollars)
Credit default swaps. ....... $4,978,553 $94,184 $307,573 $3,525,182 § 75,644 $ 13,547
Calioptions.............. 961,186 1,125 63 643,063 9,770 17,115
Total return swaps . ........ 691,013 —_ 3,848 581,432 — (546)
Warrants .. ... e 189,652 6,252 4,407 189,651 6,228 7,550
Forward currency contracts. , . 149,211 — (2,763) — _— —_
Embedded options . ... ... .. — — — 289,774 19,584 15,144
Short positions — obligation
to return borrowed
securities . . ............ — {62,310) (60,675) — (115,306) (119,798)

The Company has purchased credit default swaps, referenced to various issuers in the banking, mortgage and
insurance sectors of the financial services industry, that provide a hedge against adverse movements in the fair value
of investments and other corporate assets resulting from systemic financial and credit risk. These credit default
swaps are acquired by Fairfax and assigned to the Company to facilitate administration of counterparty credit risk
and collateral maintenance. Under a credit default swap, the Company agrees to pay at specified periods fixed
premium amounts based on an agreed notional principal amount in exchange for the credit default protection on a
specified asset. Credit default swaps are recorded at fair value in other invested assets, with the related changes in
fair value recognized as a realized gain or loss in the period in which they occur. The credit default swap portfolio
had an average term to expiration of 3.6 years as of December 31, 2007. The Company obtains market-derived fair
values for its credit default swaps from third-party providers, principally broker-dealers. The Company assesses the
reasonableness of the fair values obtained from these providers by comparison to models validated by qualified
personnel, by reference to movements in credit spreads and by comparing the fair values to recent transaction prices
for similar credit default swaps where available. The fair values of credit default swaps are subject to significant
volatility given potential differences in the perceived risk of default of the underlying issuers, movements in credit
spreads and the length of time to the contracts’ maturities. The fair value of the credit default swaps may vary
dramatically either up or down in short periods, and their ultimate value may therefore only be known upen their
disposition. As a result of the appreciation in the fair value of the credit default swaps, counterparties to these
transactions are required to place government securities as coltateral, pursuant to the swap agreements. The fair
value of this collateral was $227.8 million at December 31, 2007. The Company does not have the right to sell or
repledge this collateral, as it continues to be the property of the counterparties.

The Company has purchased total return swaps as an economic hedge against a general decline in the
Company’s equity portfolio. The margin maintenance requirement related to the total return swaps was $205.7 mil-
lion and $10.5 million as of December 31, 2007 and 2006, respectively. The swap transactions expire during the first
half of 2008. As of December 31, 2007 and 2006, the Company has provided $210.9 million and $52.1 million,
respectively, of U.S. Treasury bills as collateral for the swap transactions. The swap transactions are recorded at fair
value in other invested assets as December 31, 2007 and other liabilities as of December 31, 2006, and changes in
the fair value are recorded as realized gains or losses in the consolidated statement of operations in the period in
which they occur.

In connection with the swap transactions, the Company owns Standard & Poor’s 300 depository receipts
(“SPDRs™) and the Financial Select SPDR Fund (“XLF”) index call options with strike prices of approximately
127.8% and 99.8% of the notional amount of the swap transactions as of December 31, 2007 and 2006, respectively.
A call option gives the purchaser the right, but not the obligation, to purchase an underlying security at a specific
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price or prices at or for a certain time. The Company’s maximum potential loss on the swap and option transactions
was $193.2 million and $0.9 million as of December 31, 2007 and 2006, respectively. The call options are recorded
at fair value in other invested assets, and changes in the fair valee are recorded as a realized gain or loss in the
consolidated statements of operations.

The Company has investments in warrants, which are contracts that grant the holder the right to purchase an
underlying financial instrument at a given price and time or at a series of prices and times. Warrants, which are
included in other invested assets, are recorded at fair value with the related changes in fair value recognized as a
realized gain or loss in the period in which they occur.

The Company has entered into forward currency contracts to manage its foreign currency exchange rate risk on
a macro basis. Under a forward currency contract, the Company and the counterparty are obligated to purchase or
sell an underlying currency at a specified price and time. Forward currency contracts are recorded at fair value in
other liabilities, with the related changes in fair value recognized as a realized gain or loss in the period in which
they occur.

In addition, as of December 31, 2007 and 2006, the Company had sold short primarily equity securities, for
which it recorded a liability equal to the underlying fair value of the securities. As of December 31, 2007 and 2006,
the Company provided cash of $195.8 million and $208.6 million, respectively, as collateral for the borrowed
securities. The short positions are recorded at fair value in obligation to return borrowed securities, and changes in
the fair value are recorded as a realized gain or loss in the consolidated statement of operations. The Company’s net
investment income for the years ended December 31, 2007, 2006 and 2005 was reduced by $1.6 million,
$7.2 million and $5.0 million, respectively, related to dividend and interest payments associated with the borrowed
securities.

In connection with the short sales described above, the Company purchased a SPDR call option as protection
against a decline in the value of the short positions. The call option is recorded at fair value in other invested assets in
the consolidated balance sheets and changes in the fair value are recorded as a realized gain or loss in the
consolidated statements of operations in the period in which they occur.

The Company purchases interest rate options from time to time to protect it from movements in interest rates.
Interest rate options give the Company the option, but not the obligation, to enter into an interest rate swap contract
under which the Company would receive a floating interest rate and pay a fixed interest rate based on the notional
amount of the contract. Interest rate options are recorded at fair value, with the related changes in fair value
recognized as a realized gain or loss in the period in which they occur.

The Company holds options on certain securities within its fixed income portfolio, which allows the Company
to extend the maturity date of fixed income securities or convert fixed income securities to equity securities. As a
result of the adoption of SFAS 155 on January 1, 2007, the Company no longer bifurcates these options from the
host fixed income securities, and, beginning on January 1, 2007, changes in the fair value of the hybrid financial
instruments are recorded as realized investment gains and losses in the Company’s consolidated statements of
operations. Prior to the adoption of SFAS 155, changes in the fair value of the host instrument were recorded as
unrealized investment gains and losses, a component of shareholders’ equity, while changes in the fair value of the
embedded options were recorded as realized investment gains and losses. Upon adopting SFAS 155, the Company
recorded a cumulative adjustment of $16.5 million to reclassify unrealized investment gains, net of tax, including
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foreign currency effects, to retained earnings as of January 1, 2007. The following sets forth the components of the

cumulative adjustment as of January 1, 2007 (in thousands):

As of January 1, 2007

Cost or
Amortized Gain, Loss,
Cost Fair Value pre-tax pre-tax
Corporate SECURItIES . . . .. ... it e e $150,658 $168.403 3518941  $(1,196)
Foreign government securities .. ....................... 76,877 84,511 8,426 {792)
Net cumulative effect of a change in accounting principle due
to the adoption of SFAS 155, .. ... ... ... .. ... .. ... $227,535 $252914  $27.367  $(1,988)

Counterparties to the derivative instruments expose the Company to credit risk in the event of non-perfor-
mance. The Company believes this risk is low, given the diversification among various highly rated counterparties.
The credit risk exposure is represented by the fair value of the derivative instruments.

The net realized gains or losses on disposal in the table below, represent the total gain or loss from the purchase
date of the investment. The following table sets forth the total net realized investment gains and losses on derivatives
and short sales for the years ended December 31, 2007, 2006 and 2005 (in thousands):

2007 2006 2005
Credit default swaps:
Net realized investment gain (loss) on disposal . . ... ... ... $ 22838 § — % (3,979
Change infair value. .. ........ ... ... . it innn 275,486 (22,601) (32,168)
Net realized investment gain (loss) ... ............... 298,324 (22,6010  (36,147)
Warrants:
Net realized investment (loss) gain on disposat . . ......... (8) (253) 6,968
Change infairvalue. . ........... ... ... ... ... ... (3,167) (4,116) (95)
Net realized investment (foss) gain ... ............... (3,175) (4,369) 6,873
Forward currency contracts:
Changeinfairvalue. . ... ...... ... ... ... ... .. ... (2,763) — —
Net realized investment 1088 . . ... .................. (2,763) — —
Interest rate options:
Net realized investment loss on disposal . . .............. — (10,200) —
Change infairvalue. .. ........... ... ... ... ... ..... — 7,061 (7.061)
Net realized investment 1oss . .. ... in ... — (3,139) (7,061}
Call options:
Net realized investment gain (loss) on disposal .. ... ...... 4,887 (12,603) —
Change in fair value. . . ......... .. .. o0, (8,408) 12,061 (11,762)
Net realized investment loss . ... .........vivvunn.. (3,521) (542)  (11,762)
Total return swaps:
Net realized investment loss on disposal . . .............. (9,608)  (129,620) —
Change infairvalue. .. ............. .o it 4,394 56,089 (11,749
Net realized investment loss . . . . ................... {5,214) (73,531)  (11,749)
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2007 2006 2005
Embedded options:
Net realized investment gain on disposal. . . ............. — 7,270 41,346
Changeinfairvaloe. . ....... ... . ... ... ......... o (6,210  (20,308)
Net realized investment gain, ... ... ..........0c0v... — 1,060 21,038
Total derivatives:
Net realized investroent gain (loss) on disposal ... ........ 18,109 (145,406) 44,335
Change in fairvalus. . ... ...... ... ..., 265,542 42284 (83,143)
Net realized investment gain (loss) .. ................ $283,651  $(103,122) $(38,808)
Short positions:
Net realized investment gain (loss) on disposal . ... .. ... .. 54,338 8,406 (2,986)
Change in fair valus. . . .... . ... .. ... ... .......... 6,128 (5,455) 7,233
Total net realized investment gain. .. ................ $ 60466 $ 2951 §$ 4,247

(g) Assets on Deposit

The Company is required to maintain assets on deposit with various regulatory authorities to support its
insurance and reinsurance operations. These requirements are generally promulgated in the statutes and regulations
of the individual jurisdictions. The assets on deposit are available to settle insurance and reinsurance liabilities. The
Company utilizes trust funds in certain transactions where the trust funds are set up for the benefit of the ceding
companies and generally take the place of letter of credit requirements. As of December 31, 2007, restricted assets
totaled $1.4 billion, with $1.0 billion included in fixed income securities and the remaining balance of $396.6 mil-
lion inctuded in short-term investments, cash and cash equivalents. Of the $1.4 billion of assets on deposit,
$354.9 million was held for foreign regulatory requirements, which included $271.2 million in fixed income
securities and the remaining balance of $83.7 million held in short-term investments, cash and cash equivalents.
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6. Accumulated Other Comprehensive Income

The following table shows the components of the change in accumulated other comprehensive income, net of
deferred income taxes, for the vears ending December 31, 2007, 2006 and 2005 (in thousands):

2007 2006 2005

Adjustment to beginning balance due to the adoption of

Beginning balance of unrealized net appreciation on securities . . $ 23,377  $106,137 $ 68,496
‘ SFAS 155 (Note 5} ... .. .. (12,845) — —
| Adjusted beginning balance of net unrealized appreciation on
' SECUMILIES - . . . o ittt 10,532 106,137 68,496
: Ending batance of unrealized net appreciation on securities . . . . 88,315 23,377 106,137
) Current period change in unrealized net appreciation on
BECUIIEIES o v vt it i i et ittt e e e 77,783 {82,760) 37,641
Beginning balance of foreign currency translation adjustments . . 13,447 14,107 54,947
Adjustment to beginning balance due to the adoption of
SFAS 155 (Note 5) . . .o oo (3,651) — —
Adjusted beginning balance of foreign currency translation
adjustments. . .. ... ... L e 9,796 14,107 54,947
Ending balance of foreign currency translation adjustments . , . . 8,138 13,447 14,107
Current period change in foreign currency translation
adjustments. . . . ... i e e (1,658) (660) (40,840
Beginning balance of benefit plan liabilities. . . ... .......... (11,495) (1,205) {1,225
Ending balance of benefit plan liabilities, excluding the effect of
SFAS158in2006. .. ... ... .. e e (11,430) (1,25% (1,205)
Current period change of benefit plan liabilities. . .. ......... 65 (54) 20
Other comprehensive income (loss) . ... .................. $76,190 $(83474) $ (3,179)
Beginning balance of accumulated other comprehensive income. . $ 25329  $119,039  $122.218
Other comprehensive income (loss) . .. ...... ... nu... 76,190 (83.474) (3,179
Effect of a change in accounting due to the adoption of
SFAS 155 (Note 5) .. oot i i (16,496) — —
Effect of a change in accounting due to the adoption of
SFAS ISB(Note 17) .. .. ... o — (10,236) —
Change in accumulated other comprehensive income (loss) .. .. 59,694 (93,710) (3,179

Ending balance of accumulated other comprehensive income . .. $ 85,023  § 25,329  $119,039
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The components of comprehensive income (loss) for the years ending December 31, 2007, 2006 and 2005 are
shown in the following table (in thousands):

2007 2006 2005

Netincome (loSS) . . .. . oo v ittt $ 595575 §$507,906 $(115,722)
Other comprehensive income (loss), before tax:
Unrealized net appreciation on securities arising during the

period. . .. ... e 247,052 26,550 125,801
Reclassification adjustiment for realized gains included in net

income (108S) ... oottt it e e e (127,387)  (153,873) (67,892)
Foreign currency translation adjustments . . ... ........... (2,551) (1,015) (62,831)
Benefit plan liabilities. ... ....... ... ... ...... ... 100 (84) 30
Other comprehensive income (loss), before tax . .......... 117,214 (128,422) (4,892)
Tax benefit (expense):
Unrealized net appreciation on securities arising during the

Period. . ..o e e e (86,468) (9,292) (44,030)
Reclassification adjustment for realized gains included in net

income (1088 . ... ittt et e 44,586 53,855 23,762
Foreign currency translation adjustments . . ... ........... 893 355 21,591
Benefit plan liabilities. . ............................ (35 30 {10)
Total tax benefit (expense) . ........ ... ... ... ...... {41,024) 44 948 1,713
Other comprehensive income (loss), netof tax. ... ........ 76,190 (83,474) (3,179
Comprehensive income (loss) .. ........... . ... .. $671,765 $424432  $(118,901)
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7. Unpaid Losses and Loss Adjustment Expenses

The following table sets forth the activity in the liability for unpaid losses and loss adjustment expenses for the
years ended December 31, 2007, 2006 and 2005 (in thousands):

2007 2006 2005

Gross unpaid losses and loss adjustment expenses,

beginning of year . ... ... ... . . e $5,142,159  $5,117,708  $4.224,624
Less: ceded unpaid losses and loss adjustment expenses,

beginning of year . . .......... .. ... ... 739,019 1,206,785 1,052,733
Net unpaid losses and loss adjustment expenses, beginning

of year. .. ... . L 4,403,140 3,910,923 3,171,891
Add: Losses and loss adjustment expenses incurred related

to:

Current year. . ..., ..oovor e 1,367,857 1,344,322 1,888,946

Prior years . ... .. .. .. e 40,507 139,875 172,665
Total lpsses and loss adjustment expenses incurred ... ... 1,408,364 1,484,197 2,061,611
Less: Paid losses and loss adjustment expenses related to:

Curment year. ... ...ttt e 251,373 251,254 380,767

Prior years . .. ... ..o 1,111,139 787,311 913,684
Total paid losses and loss adjustment expenses . . ....... 1,362,512 1,038,565 1,204,451
Effects of exchange rate changes ... ................ 26,584 46,585 (28,128)
Net unpaid losses and loss adjustment expenses, end of

PEAL © o v e et e e 4,475,576 4,403,140 3,910,923
Add: ceded unpaid losses and loss adjustment expenses,

endofyear. .. ... ... ... . i i 643,509 739,019 1,206,785
Gross unpaid losses and loss adjustment expenses, end of

=T O $5,119.085 $5,142,159  $5,117,708

Estimates of reserves for unpaid losses and loss adjustment expenses are confingent on many events that may or
may not occur in the future. These events include losses arising from a variety of catastrophic events, such as
hurricanes, windstorms and floods. The eventual outcome of these events may be different from the assumptions
underlying the Company’s reserve estimates. In the event that the business environment and toss trends diverge from
expected trends, the Company may have to adjust its reserves accordingly, potentially resulting in adverse or favorable
effects to the Company’s financial results. The Company believes that the recorded estimate represents the best
estimate of unpaid losses and loss adjustment expenses based on the information available as of December 31, 2007,
The estimate is reviewed on a quarterly basis and the ultimate liability may be more or iess than the amounts provided,
for which any adjustments will be reflected in the periods in which they become known.

Losses and loss adjustment expenses incurred related to the current year, as reflected in the table above, were
$1,367.9 million, $1,344.3 million and $1,888.9 million for the years ended December 31, 2007, 2006 and 2005,
respectively. The increase in losses and loss adjustment expenses incurred for the year ended December 31, 2007
was primarily attributable to increased catastrophe losses, partially offset by reduced loss exposure associated with
a decline in earned premium. The decrease in losses and loss adjustment expenses incurred for the year ended
December 31, 2006 was primarily attributable to decreased catastrophe losses. For the years ended December 31,
2007, 2006 and 2005, current year catastrophe events were $105.9 million, $34.9 million and $537.9 million,
respectively. For the year ended December 31, 2007, the total catastrophe losses included $38.5 million for
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Windstorm Kyrill, $12.3 million for Cyclone Gonu and $10.0 million for the Mexico flood in Tabasco. For the year
ended December 31, 2006, the total catastrophe losses did not include any significant loss events. For the year ended
December 31, 2005, the total catastrophe losses of $537.9 million included net losses and loss adjustment expenses
of $445.9 million, net of reinsurance of $241.1 million, related to Hurricanes Katrina, Rita and Wilma, which
occurred during the third and fourth quarters of 2005, In addition, for the year ended December 31, 2003, the
Company incurred losses of $25.6 million related to Windstorm Erwin,

Net losses and loss adjustment expenses incurred related to prior years were $40.5 milltion, $139.9 million and
$172.7 million for the years ended December 31, 2007, 2006 and 2003, respectively. Prior period losses and loss
adjustment expenses for the year ended December 31, 2007 included $0.9 million related to prior period catastrophe
activity. The remaining amount of prior period losses and loss adjustment expenses for the year ended December 31,
2007 was predominantly attributable to increased non-catastrophe loss estimates in the Americas division of
$131.4 million, which included $77.4 million for increased asbestos and environmental loss estimates, principally
attributable to the annual review of these exposures, and $21.2 million related to settlement of litigation during the
third quarter, with the remainder predominantly atiributable to increased loss estimates due to loss emergence
greater than expectations during the year on U.S. casualty business. This increase was partially offset by reduced
loss estimates due to loss emergence lower than expectations in the peried on non-catastrophe business written in
the London Market, EuroAsia and U.S. Insurance divisions. Prior period losses and loss adjustment expenses for the
year ended December 31, 2006 included $42.6 million related to prior period catastrophe activity, principally
related to an increase in loss estimates on marine business for Hurricane Rita and the triggering of industry loss
warranty contracts written by the Company for Hurricane Wilma due to unexpected deterioration in industry-wide
Wilma loss estimates as well as unexpected loss emergence on Florida proportional property accounts in the period.
In addition, prior period losses and loss adjustment expenses for the year ended December 31, 2006 for asbestos
were increased $27.1 million, principally attributable to the annual review of this exposure. The remaining amount
of prior period losses of $70.2 million in 2006 was predominantly attributable to increased loss estimates due to loss
emergence greater than expectations during the year on U.S. casualty business. This increase was partially offset by
reduced loss estimates due to loss emergence lower than expectations during the year on non-catastrophe business
written in the London Market, EuroAsia and U.S. Insurance divisions. Prior period losses and loss adjustment
expenses for the year ended December 31, 2005 included $15.0 million related to 2004 and prior catastrophe
activity, principally related to greater than expected emergence in 2005 on the 2004 Florida Hurricanes, the
Indonesian earthquake and resulting tsunami, and Typhoon Songda. In addition, prior period losses and loss
adjustment expenses for the year ended December 31, 2005 for asbestos were increased $41.2 million, principally
attributable to the annual review of this exposure. The remaining amount of prior period losses of $116.5 million in
2005 was predominantly attributable to increased loss estimates due to loss emergence greater than expectations
during the year on U.S. casualty business. This increase was partially offset by reduced loss estimates due to loss
emergence lower than expectations during the year on non-catastrophe business written in the London Market,
EuroAsia and U.S. Insurance divisions. Competitive market conditions and an increase in corporate improprieties
and bankruptcies during the late 1990s and early 2000s have adversely impacted the Company’s ability to estimate
losses and loss adjustment expenses in recent calendar years attributable to U.8. casualty business written during
this period. In particular, U.S. business written in the late 1990s and early 2000s has generated unexpectedly
prolonged emergence patterns due to an increasing level of deductibles, expanded coverage and expanded policy
terms.

Ceded unpaid losses and loss adjustment expenses were $643.5 million, $739.0 million and $1,206.8 million
for the years ended December 31, 2007, 2006 and 2005, respectively. The decrease reflected in ceded unpaid losses
and loss adjustment expenses for the year ended December 31, 2007 was principally attributable to a $49.3 million
decrease in unpaid reinsurance recoverables related to the Company’s whole account aggregate excess of loss
retrocessional agreements and a $27.5 million decrease in unpaid reinsurance recoverables related to miscellaneous
excess of loss retrocessional agreements. The decrease reflected in ceded unpaid losses and loss adjustment
expenses for the year ended December 31, 2006 was principally attributable to a $210.0 mitlion decrease in property
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catastrophe unpaid reinsurance recoverables related to the 2005 hurricanes, a $129.4 million decrease in reinsur-
ance recoverables related to the 1993 Stop Loss Agreement and a $90.4 million decrease in unpaid reinsurance
recoverables related to the Company’s whole account aggregate excess of loss retrocessional agreements.

The Company uses tabular reserving for workers’ compensation indemnity reserves, which are considered to
be fixed and determinable, and discounts such reserves using an interest rate of 3.5%. Losses have been discounted
using the Life Table for Total Population: United States, 2004, Reserves reported at the discounted value were
$128.7 million and $134.2 million as of December 31, 2007 and 2006, respectively, The amount of case reserve
discount was $62.4 million and $64.9 miilion as of December 31, 2007 and 2006, respectively. The amount of
incurred but not reported reserve discount was $27.0 million and $30.2 million as of December 31, 2007 and 2006,
respectively.

8. Asbestos and Environmental Losses and Loss Adjustment Expenses

The Company has exposure 1o losses from asbestos, environmental pellution and other latent injury damage
claims. Gross unpaid asbestos and environmental losses and loss adjustment expenses as of December 31, 2007
were $381.3 million, representing 7.4% of total gross unpaid losses and loss adjustment expenses. Exposure arises
from reinsurance contracts written by Clearwater under which the Company has assumed liabilities, on an
indemnity or assumption basis, from ceding companies, primarily in connection with general liability insurance
policies issued by such ceding companies. The Company’s estimate of its ultimate liability for such exposures
includes “case basis” reserves and a provision for liabilities incurred but not reported. Case basis reserves are a
combination of reserves reported to the Company by ceding companies and additional case reserves determined by
the Company. The provision for liabilities incurred but not reported is established based on an annual review of the
Company’s experience and external trends in reported loss and claim payments, with monitoring of emerging
experience on a quarterly basis.

Estimation of ultimate asbestos and environmental liabilities is unusually complex due to several factors
resulting from the long period between exposure and manifestation of these claims. This lag can complicate the
identification of the sources of asbestos and environmental exposure, the verification of coverage and the allocation
of liability among insurers and reinsurers over multiple years. This lag also exposes the claim settlement process to
changes in underlying laws and judicial interpretations. There continues to be substantial uncertainty regarding the
ultimate number of insureds with injuries resulting from these exposures.

In addition, other issues have emerged regarding asbestos exposure that have further impacted the ability to
estimate ultimate liabilities for this exposure. These issues include an increasingly aggressive plaintiffs’ bar, an
increased involvement of defendants with peripheral exposure, the use of bankruptcy filings due to asbestos
liabilities as an attempt to resolve these liabilities to the disadvantage of insurers, the concentration of litigation in
venues favorable 1o plaintiffs, and thé potential of asbestos litigation reform at the state or federal level.
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The Company’s reserves for asbestos and environmental related liabilities displayed below are from business

written prior to 1986, The Company’'s asbestos and environmental reserve development, gross and net of
reinsurance, for the years ended December 31, 2007, 2006 and 2003, is set forth in the table below (in thousands):

2007 2006 2005

Asbestos
Gross unpaid losses and loss adjustment expenses, beginning of

£ A $308,747  $274,724  $242,151
Add: Gross losses and loss adjustment expenses incurred . . ... 85,923 62,460 54,212
Less: Gross calendar year paid losses and loss adjustment

EXPEMSES o ottt et e e e e 55,399 28,437 21,639
Gross unpaid losses and loss adjustment expenses, end of

= S $339,271  3308,747 $274,724
Net unpaid losses and loss adjustment expenses, beginning of

YBAT .« o o e $189,015 $119,268 $ 82,710
Add: Net losses and loss adjustment expenses incurred . . , .. .. 62,970 27,127 41,165
Less: Net calendar year paid losses and loss adjustment

BXPEMSES . .o it 29,559 (42,620) 4,607
Net unpaid losses and loss adjustment expenses, end of year ... $222,426  $189,015  $119,268
Environmental
Gross unpaid losses and loss adjustment expenses, beginning of

2= $ 35935 $ 40420 § 29,898
Add: Gross losses and loss adjustment expenses incurred .. ... 14,180 (628) 9,748
Less: Gross calendar year paid losses and loss adjustment

BXPEMSES ittt it 8,131 3,857 (774)
Gross unpaid losses and loss adjustment expenses, end of

=2 O $41984 § 35935 $ 40420
Net unpaid losses and loss adjustment expenses, beginning of

=2 | S 326,745 $ 13,522 $ 16,251
Add: Net losses and loss adjustment expenses incurred .. ... .. 14,474 (2,170) (846)
Less: Net calendar year paid losses and loss adjustment

CXPENSES . o ittt it e e e 6,734 (15,393) 1,883

Net unpaid losses and loss adjustment expenses, end of year ... $ 34485 § 26,745 3 13,522

Net losses and loss adjustment expenses incurred for asbestos claims increased $63.0 million, $27.1 million
and $41.2 million for the years ended December 31, 2007, 2006 and 2003, respectively. The increases in net losses
and loss adjustment expenses incurred were primarily attributable to the annual reviews of claim activity and loss
emergence trend information obtained in the calendar periods from ceding companies and other industry sources.
Upon consideration of this new loss emergence information received in 2007, 2006 and 2005, we revised the loss
development assumptions used in our asbestos loss reserving analyses, which had the effect of increasing our
asbestos loss estimates for these calendar periods. The increase in 2006 net losses and loss adjustment expenses
incurred included a $17.3 million benefit resulting from the amortization of the deferred gain related to the 1995
Stop Loss Agreement and a loss of $3.8 miilion related to the commutation of this agreement in addition to a net
reserve increase of $40.6 million. Also as a result of this commutation, net reserves were increased by $49.9 million
and net paid losses were decreased by $63.4 million.
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Net losses and loss adjustment expenses incurred for environmental claims increased $14.5 million for the year
ended December 31, 2007 and decreased $2.2 million and $0.8 million for the years ended December 31, 2006 and
2005, respectively. The increase in 2007 net losses and loss adjustment expenses incurred was attributable to the
annual review of this exposure. The decrease in 2006 net losses and loss adjustment expenses incurred included a
net reserve decrease of $0.3 million, a $3.1 million benefit resulting from the amortization of the deferred gain
related to the 1995 Stop Loss Agreement and a loss of $1.2 million related to the commutation of this agreement. As
a result of this commutation, net reserves were increased by $17.3 million and net paid losses were decreased by
$19.2 million.

The Company’s survival ratio for asbestos and environmental related liabilities as of December 31, 2007 is
11 years. The Company’s underlying survival ratio for asbestos related liabilities is 1] years and for environmental
related liabilities is 17 years, The asbestos and environmental related liability survival ratio represents the asbestos
and environmental reserves, net of reinsurance, on December 31, 2007, divided by the average paid asbestos and
environmental claims for the last three years of $22.8 million which are net of reinsurance but prior to amounts
subject to cession to the 1995 Stop Loss Agreement,.

9, Reinsurance and Retrocessions

The Company utilizes retrocessional agreements to reduce and spread the risk of loss on its insurance and
reinsurance business and to limit our exposure to multiple claims arising from a single occurrence The Company is
subject to accumulation risk with respect to catastrophic events involving multiple treaties, facultative certificates
and insurance policies. To protect against these risks, the Company purchases catastrophe excess of loss protection.
The retention, the level of capacity purchased, the geographical scope of the coverage and the costs vary from year
to year. In 2007, the Company purchased some non-U.S. catastrophe excess of loss protection as well as some
specific protections for its facultative property accounts in Latin America and Asia. Additionally, the Company
purchases specific protections related to the business underwritten by its U.S. Insurance division.

There is a credit risk with respect to reinsurance, which would become an ultimate liability of the Company in
the event that such reinsuring companies are unable, at some later date, to meet their obligations under the
reinsurance agreements in force. Reinsurance recoverables are recorded as assets and a reserve for uncollectible
reinsurance recoverables is established, based on the Company’s evaluation of each retrocessionaires’ ability to
meet their obligations under the agreements. Premiums written and earned are stated net of reinsurance ceded in the
consolidated statements of operations. Direct, reinsurance assumed, reinsurance ceded and net amounts for the
years ended December 31, 2007, 2006 and 2005 follow (in thousands}):

2007 2006 2005

Premiums Written

DHreCt . . e e e e $ 736,822 §$ 712,149 § 763,270

Add:assumed ... ... e e 1,545,860 1,623,593 1,863,650

Less:ceded .. ... ... . e 193,239 174,807 325,251

= S $2,089.443  $2,160935  $2,301,669
Premiums Earned

|3 A $ 738,116 $ 728949 § 737,165

Add:assumed ... ... ... .. 1,566,392 1,706,589 1,873,119

Lessiceded . ........ . i i, 183,971 209,712 333,464

NEt e e e e $2,120,537 $2,225,826  $2,276,820

The total amount of reinsurance recoverable on paid and unpaid losses as of December 31, 2007 and 2006 was
$726.6 miflion and $798.8 million, respectively. The Company has established a reserve for potentially
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uncollectible reinsurance recoverables based upon an evaluation of each retrocessionaire and the Company's
assessment as to the collectability of individual balances, The reserve for uncollectible recoverables as of
December 31, 2007 and 2006 was $44.4 million and $42.5 million, respectively, and has been netted against
reinsurance recoverables on loss payments in the consolidated balance sheets. The Company has also established a
reserve for potentially uncollectible assumed reinsurance balances of $1.5 million and $1.9 million as of
December 31, 2007 and 2006, respectively, which has been netted against premiums receivabie,

The Company’s reinsurance protection, which covered certain amounts of its 1995 and prior unpaid losses and
loss adjustment expenses (the “1995 Stop Loss Agreement”), provided by nSpire Re Limited (“nSpire Re”), a
wholly-owned subsidiary of Fairfax, was commuted effective September 29, 2006, for consideration of $63.2 mil-
lion. In accordance with the terms of the commutation agreement, the Company commuted ceded loss reserves of
$71.8 million, resulting in a commutation loss of $5.5 million, pre-tax, for the year ended December 31, 2006, The
1995 Stop Loss Agreement was originally entered into with Skandia Insurance Company Ltd. (“Skandia™) in
conjunction with the purchase of Clearwater in 1996. Pursuant to the agreement, the Company paid a premium of
$60.5 million in 1995 for protection of $175.0 million in excess of Clearwatet’s December 31, 1995 teserves for net
unpaid losses and loss adjustment expenses and reserves for uncollectible reinsurance. In January 1999, the
liabilities under the contract were assigned by Skandia to nSpire Re for $97.0 million in consideration. Following
the assignment to nSpire Re, the Company accounted for the 1995 Stop Loss Agreement as retroactive reinsurance.
Accordingly, losses ceded under the contract in excess of $97.0 million in the aggregate had been recorded as a
deferred gain rather than as a benefit in the applicable periods. The deferred gain had been amortized into income
over the estimated remaining settlement period of the underlying claims. As of December 31, 2005, the Company
has utilized the full limit of $175.0 million under the 1995 Stop Loss Agreement. The Company ceded losses of
$17.5 million to the 1995 Stop Loss Agreement, resulting in income of $11.3 million ($7.3 million after tax) for the
year ended December 31, 2005. There were no cessions to this agreement in 2006. The Company received
$78.0 million in cash from nSpire Re on March 29, 2006, which reduced the outstanding recoverable. As the
$78.0 million was received in advance of the payment of the underlying claims by the Company, it is included as an
adjustment to net unpaid losses and loss adjustment expenses, which increased by $78.0 million. In connection with
the receipt of this cash, the Company has recognized $19.3 million ($12.5 million after tax) of the cumulative
deferred gain, an increase of $17.9 million ($11.7 million after tax) over the anticipated deferred gain amortization,
as a reduction in losses and loss adjustment expenses.

For the years ending December 31, 2001 and prior, the Company utilized whole account aggregate excess of
loss retrocessional coverage (“Whole Account Excess of Loss Agreements™) to manage its exposures, including
catastrophic occurrences and the potential accumulation of exposures. As further discussed below, during the
second quarter of 2006, the Company commuted certain whole account excess of loss agreements. In addition,
Whole Account Excess of Loss Agreements were purchased covering underwriting years 2002 through 2004
though no losses were ceded to these coverages. In each calendar year, the Company has the ability to cede losses
attributable to certain prior periods to the Whole Account Excess of Loss Agreements to the extent there are limits
remaining for the period. These agreements cover business written or incepting during a defined period of time
(underwriting year), which is typically iwelve months, or in other cases, business earned during a defined period of
time (accident year). The Whole Account Excess of Loss Agreements were purchased on an underwriting year basis
for 1996 through 2004 and on an accident year basis for 1994 and 1995. Accident year agreements were also
purchased to supplement the 1996 and 1997 underwriting year agreements. All of these Whole Account Excess of
Loss Agreements covering underwriting and accident years have been commuted except for two agreements
covering underwriting years 2000 and 2001. Loss cession limits on these two covers still outstanding have been
fully utilized. Each agreement provides for recoveries from the retrocessionaires, subject to a limit, in the event that
the net subject business results in a composite ratio (the sum of the commission and loss ratios), in excess of a
specified attachment point. The attachment point is net of other inuring third party reinsurance. The premium paid,
net of commission, by the Company is calculated based on a contractual fixed rate that is applied to the total
premiums covered by the retrocession agreements. Each agreement includes a provision for additional premium,
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subject 10 a maximum, based on the amount of loss activity under the agreement. Reinsurance recoverables on paid
and unpaid losses are fully secured by letters of credit or funds held by the Company.

In each calendar year, subject to certain limits, the Company has the ability to cede losses that are attributable
to the covered period until all applicable losses are paid and settled, which is typically several years beyond the
covered period, or until the contract is terminated by the Company. The ability of the Company to cede losses in any
given calendar year that are attributable to prior periods will depend on the nature of the risk which generated the
loss, the time period from which the losses originate and whether there are limits remaining covering the subject
period. Losses attributable to prior periods are ceded to the treaties and recorded in the period in which they are
ceded. Additional premiums, if any, are determined and recorded in the period when losses are ceded. When
additional premiums are due, the interest on the funds attributable to the additional premiurns ceded is typically
calculated based on the inception period of the contract and the cumulative interest expense is recognized in the
period when additional premiums are due. As of December 31, 2007, the limits for the Whole Account Excess of
Loss Agreements have been fully utilized or commuted.

The Whole Account Excess of Loss Agreements provide that the Company may withhold a significant portion
of the premium payable to the retrocessionaires in funds held accounts, which, under certain circumstances, may be
set-off against the retrocessionaires’ losses and other obligations owed to the Company. These funds are shown as a
liability in the Company’s consolidated balance sheets as funds held under reinsurance contracts. Interest on the
funds held account, calculated using a contractual fixed interest rate of approximately 7.0% for those agreements
with amounts ceded, is credited quarterly by the Company, which results in an increase in the funds held account
balance and is recorded as an expense, reducing the Company’s investment income. Loss payments are deducted
from the funds held account balance, which reduces the liabitity as such payments are made.

During the second quarter of 2006, the Company commuted certain Whole Account Excess of Loss
Agreements for total consideration of $80.6 million through the settlement of funds held under reinsurance
contracts and the receipt of cash from the reinsurer, net of the settlement of cutstanding commissions receivable.
During the second quarter of 2006, the commutation of these contracts decreased the Company’s paid and unpaid
reinsurance recoverables by $71.0 million, resulting in a commutation gain of $9.5 million. This commutation
covered all outstanding Whole Account Excess of Loss Agreements applicable to underwriting and accident years
1999 and prior, as well as the reinsurer’s participation on underwriting years 2000 and 2001,

In addition to the Whole Account Excess of Loss Agreements, the Company entered into a three-year
aggregate excess of loss reinsurance contracts protecting its United States facultative casualty business for
underwriting years 1998 through 2000 (“Facultative Excess of Loss Agreement’™”) which indemnified the Company
for losses in excess of an annual retention, subject to an annual limit of liability. The aggregate limit for
underwriting years 1998, 1999 and 2000 was equal to 40% of the Company’s total facultative net premiurns
written, subject to a minimum annual dolar limit of $7.4 million, and a maximum annual dollar limit of
$18.5 million. The aggregate limit of liability is $41.6 million across all years, which has been fully utilized.
The retention in each year was equal to the greater of $9.3 million or 51.0% of the subject written premium income,
together with amounts contributed to a loss payment account under the agreement. The Company maintained a loss
payment account for the benefit of the reinsurer, equal to 18.5% of the subject written premium income for
underwriting year 1998, and 18.9% for each of 1999 and 2000. A minimum interest credit was applied to the loss
payment account, equal to the one year U.S. Treasury Bill yield plus 75 basis points. During December 2006, the
Company entered into a commutation and release agreement related to this contract, pursuant to which all rights,
obligations and liabilities were fully and finally settled. As a result of the commutation, a pre-tax loss of $1.4 million
was recognized. Recoverables were reduced by $16.1 million for the year ended December 31, 2006.
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The income (loss) before income taxes reflected in the Company’s statements of operations related to the

Company’s Whole Account Excess of Loss Agreements and Facultative Excess of Loss Agreement, including the
effect of commutations, for the years ended December 31, 2007, 2006 and 2005 is as follows (in thousands);

2007 2006 2005
Ceded eamned premiumi . ..., ..o it ivt ittt e e $ 185  §(1,695) $(13,921)
Ceded acquisition costs . .. .. ... ...t e 2,695 1,500 5,262
Ceded losses and loss adjustment expenses. . ................. (78) 8,287 18,725
Net underwriting InCOTE . . ... oottt i i et vae e 2,302 3,092 10,066
Interest Xpense. . . ... ... e e (7,052) (8,696) (18,589)
Loss before income taxes. .. .......... ... .. .. iuenan.. $(4,250) § (604) $ (8,523)

The Company has recorded interest expense associated with other ceded reinsurance agreements, and not
reflected in the table above, of $975 thousand, $571 thousand and $485 thousand for the years ended December 31,
2007, 2006 and 20035, respectively.

As indicated by the table above, for the years ended December 31, 2007, 2006 and 2003, the Company ceded
$(0.1) million, $8.3 million and $18.7 million, respectively, of losses and loss adjustment expenses, primarily to the
2001 aggregate excess of loss treaty. The increases in losses ceded to the Company’s Whole Account and
Facultative Excess of Loss Agreements, for the years ended December 31, 2006 and 2005 were primarily
attributable to adverse loss development on casualty business written in 2001, Losses ceded to the Company’s
Whole Account and Facultative Excess of Loss Agreements were minimal in 2007 and represented 1.1% of the
Company’s pre-tax income in 2006, and 10.3% of pre-tax loss in 2005.

The reinsurance recoverables on paid and unpaid losses related to the 2000 and 2001 underwriting years Whole
Account Excess of Loss Agreements are $74.0 million and $122.2 million as of December 31, 2007 and 2006,
respectively. Funds held under reinsurance contracts related to these agreements, shown as a liability on the
Company’s consolidated balance sheets, reflect $58.1 million and $83.4 million as of December 31, 2007 and 2006,
respectively. Other collateral related to these agreements is $33.6 million and $43.2 million as of December 31,
2007 and 2006, respectively,

10. Reinsurance Recoverables

The Company’s ten largest reinsurers represent 49.1% of its total reinsurance recoverables as of December 31,
2007, Amounts due from all other reinsurers are diversified, with no other individual reinsurer representing more
than $14.7 million, or 2.0%, of reinsurance recoverables as of December 31, 2007, and the average balance is less
than $3.0 million. The Company held total collateral of $184.1 million as of December 31, 2007, representing
25.3% of total reinsurance recoverables. The following table shows the total amount that is recoverable from each of

131




ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the Company’s ten largest reinsurers for paid and unpaid losses as of December 31, 2007, the amount of collateral
held, and each reinsurer’s A.M. Best rating (in thousands):

Reinsurance Percent AM, Best
Reinsurer Recoverables of Total Collateral Rating
Underwriters Reinsurance Company (Barbados) ...  $ 73,992 10.2% $ 73,992 NR
Lloyd’sof London. .. ....... ... ... ... .. .. 72,508 10.0 300 A
Swiss Reinsurance America Corporation. . ....... 35,225 4.8 — A+
SwissRe UK. ...... ... .o, 33,493 4.6 — A+
Federal Insurance Company . ... ............. 33,137 4.6 — A++
Hannover Rueckversicherung — AG. . ... ....... 26,472 3.6 394 A
Transatlantic Reinsurance Company . ........... 23,084 3.2 — A+
Ace Property and Casualty Insurance ........... 22,317 3.1 —_ A+
Arch Reinsurance Company . . ................ 20,387 2.8 23,594 A
Partner Reinsurance Company of US . .......... 16,377 2.2 — A+
Subtotal .. ....... ... . 356,992 49.1 98,280
Allother .. .. ... .. 369,640 50.9 85,861
Total . ..o e $726,632 100.0%  $184,141

Reinsurance recoverables were $798.8 million and collateral was $238.2 million, or 29.8% of the reinsurance
recoverable balance, as of December 31, 2006.

Several individual reinsurers are part of the same corporate group. The following table shows the five largest
aggregate amounts that are recoverable from all individual entities that form part of the same corporate group as of
December 31, 2007 and the amount of collateral held from each group (in thousands):

Reinsurance Percent of

Reinsurer Recoverable Total Collateral
Swiss Re Group . ... ... i $156,607 21.5% $ 73,993
Lloyd’'sof London . ... . ... .. ... ... i, 72,508 10.0 300
Chubb Group .. ... . i e 33,858 4.6 —
ACe INAGIOUP . ... .ttt i e e 29,554 4.1 —
HDIGroup. . .. ..o i e i 26,617 3.7 415
Subtotal. ... ..., e e e 319,144 439 74,708
Allother. . ..o o e e 407,488 56.1 109,433
Total. ... ot e e e $726,632 100.0% $184,141

The Company is the beneficiary of letters of credit, cash, and other forms of collateral to secure certain
amounts due from its reinsurers. The total amount of collateral held by the Company as of December 31, 2007 is
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$184.1 million, which represents 23.3% of the total amount of reinsurance recoverables, comprised of the following
forms of collateral (in thousands):

Percent of
MColla_tera] Collateral Recoverables
Letters of credit . .. ... ... . e e $ 89,232 12.3%
Funds withheld from teinsurers. . . .. .. .. ... .. i 84,696 1.6
Trust AETEEMENLS . . . . . oot ettt e e 10,163 __l_{
Total . . . e e $184,141 25.3%

Each reinsurance contract between the Company and the reinsurer describes the losses which are covered
under the contract and terms upon which payments are to be made. The Company generally has the ability to utilize
collateral to settle unpaid balances due under its reinsurance contracts when it determines that the reinsurer has not
met its contractual obligations. Leiters of credit are for the sole benefit of the Company to support the obligations of
the reinsurer, providing the Company with the unconditional ability, in its sole discretion, to draw upon the letters of
credit in support of any unpaid amounts due under the relevant contracts, Cash and investments supporting funds
withheld from reinsurers are included in the Company’s invested assets. Funds withheld from reinsurers are
typically used to automatically offset payments due to the Company in accordance with the terms of the relevant
reinsurance contracts. Amounts held under trust agreements are typically comprised of cash and investment grade
fixed income securities and are not included in the Company’s invested assets. The ability of the Company to draw
upon funds held under trust agreements to satisfy any unpaid amounts due under the relevant reinsurance contracts
is typically unconditional and at the sole discretion of the Company.

11. Debt Obligations, Common Shares and Preferred Shares
Debt Obligations

The components of the Company’s debt obligations as of December 31, 2007 and 2006 were as follows (in
thousands):

2007 2006
7.65% Senior Notes due 2013 . .. . ... .. ... ... ... . . $224,746  $224,703
6.875% Senior Notes due 2015 . .. .. .. ... ... . . i 124,408 124,327
Series A Floating Rate Senior Debentures due 2021, .. ................ 50,000 50,000
Series B Floating Rate: Senior Debentures due 2016 ... ................ 50,000 50,000
Sertes C Floating Rate: Senior Debentures due 2021 ... ................ 40,000 40,000
4.375% Convertible Senior Debentures due 2022 ... ... ... .. ... ... .. — 23,474
Total debt obligations ... ........ ... . . e $489,154  $512,504

On November 28, 20006, the Company completed the private sale of $40.0 million aggregate principal amount
of floating rate senior debentures, Series C (the “Series C Notes”), due on December 15, 2021. Interest on the
Series C Notes accrues at a rate per annum equal to the three-month London Interbank Offer Rate (“LIBOR”), reset
quarterly, plus 2.50%, and i3 payable quarterly in arrears on March 15, June 15, September 15 and December 15 of
each year with the first interest payment having been made on March 15, 2007. The Company has the option to
redeem the Series C Notes at par, plus accrued and unpaid interest, in whole or in part on any interest payment date
on or after December 15, 2011. For the years ended December 31, 2007 and 2006, the average annual interest rate on
the Series C Notes was 7.93% and 7.87%, respectively.

On February 22, 2006, the Company issued $100.0 million aggregate principal amount of floating rate senior
debentures, pursuant to a private placement. The net proceeds from the offering, after fees and expenses, were
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$99.3 million. The debentures were sold in two tranches, $50.0 million of series A, due March 15, 2021 (the
“Series A Notes™) and $50.0 million of series B, due March 15, 2016 (the “Series B Notes”™). Interest on each series
of debentures is due quarterly in arrears on March 15, June 15, September 15 and December 15 of each year. The
interest rate on each series of debentures is equal to the three-month LIBOR, reset quarterly, plus 2.20%. The
Series A Notes are callable by the Company in 2011 at their par value, plus accrued and unpaid interest, and the
Series B Notes are callable by the Company in 2009 at their par value, plus accrued and unpaid interest. For the year
ended December 31, 2007, the average annual interest rate on each series of notes was 7.62%, compared to an
average annual interest rate of 7.40% for the year ended December 31, 2006.

During the second quarter of 2005, the Company issued $125.0 million aggregate principal amount of senior
notes due May 1, 2015. The issue was sold at a discount of $0.8 million, which is being amontized over the life of the
notes. Interest accrues on the senior notes at a fixed rate of 6.875% per annum, which is due semi-annually on May 1
and November 1.

During the fourth quarter of 2003, the Company issued $225.0 million aggregate principal amount of senior
notes due November 1, 2013. The issue was sold at a discount of $0.4 million, which is being amortized over the life
of the notes. Interest accrues on the senior notes at a fixed rate of 7.65% per annum, which is due semi-annually on
May 1 and November 1.

In June 2002, the Company issued $110.0 million aggregate principal amount of convertible senior debentures,
due 2022 (the “Convertible Notes™). Interest accrued on the Convertible Notes at a fixed rate of 4.375% per annum,
due semi-annually on June 15 and December 15. The Convertible Notes became redeemable at the Company’s
option on June 22, 2005. Under certain conditions specified in the indenture under which the Convertible Notes
were issued (the “Indenture”), each Convertible Notes holder had the right to request conversion of its Convertible
Notes into 46.9925 of the Company’s common shares for every $1,000 principal amount of the Convertible Notes
held by such holder, which represents a conversion price of $21.28 per share. These conditions included the
common stock of the Company trading at or above $25.54 per share for a specified period of time. Pursuant to the
terms of the Indenture, the Company was permitted to satisfy the conversion obligations in stock or in cash, or in a
combination thereof. The conversion conditions were first satisfied on August 9, 2006, and in accordance with the
Indenture, the Convertible Notes became convertible, at the option of the holders, on August 14, 2006, As of
March 31, 2007, 1,885,143 shares of the Company’s common stock were issued to the Convertible Notes holders
who elected to convert their Convertible Notes, of which 46,992 shares were converted during three months ended
March 31, 2007. In March 2007, the Company announced that it had called for the redemption of the remaining
$22.5 million principal value of the outstanding Convertible Notes. At the close of business on April 30, 2007, all
holders of the Convertible Notes had exercised their rights of conversion with respect to the Convertible Notes.
Accordingly, on May 1, 2007, the Company issued 1,056,107 shares of its common stock related to the final
conversion of $22.5 million principal value of the Convertible Notes, and no Convertible Notes remained
outstanding as of such date,

During the years ended December 31, 2006 and 2005, the Company repurchased portions of its Convertible
Notes, as reflected in the following table {in thousands):

2006 2005
Principal value repurchased . . .. ... ... ... L. L i 516,930  $30,380
Costof repurchase ... ... ... ... . .. . . i 19,333 34,202
Loss on early extinguishment of debt. .. ......... .. ... ..o i, $(2,403) $(3,822)
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As of December 31, 2007, the aggregate maturities of the Company’s debt obligations, at face value, are as
follows (in thousands):

Year Amount

74 $225,000
200S e e e e e e 125,000
2006 L. e e e e e e e 50,000
7 90,000
1 - Y $490,000

As of December 31, 2007 and 2006, the amortized cost of the Company’s debt obligations was $489.2 million
and $512.5 million, respectively, as reflected in the consolidated balance sheets. As of December 31, 2007 and
2006, the estimated fair value of the Company’s debt obligations was $506.2 million and $507.9 million,
respectively. The estimated fair value is based on quoted market prices for debt similar to the Company’s, and
discounted cash flow calculations.

On luly 13, 2007, the Company entered into a $200.0 million credit facility (the “Credit Agreement”) with
Wachovia Bank National Association (“"Wachovia™), KeyBank National Association and a syndicate of lenders.
The Credit Agreement provides for a five-year credit facility of $200.0 million, $100.0 million of which is available
for direct, unsecured borrowings by the Company, and all of which is available for the issuance of secured letters of
credit. The Credit Agreement contains an option that permits the Company to request an increase in the aggregate
amount of the facility by an amount up to $100.0 million, to a maximum facility size of $300.0 million. Following
such a request, each lender has the right, but not the obligation, to commit to all or a portion of the proposed
increase. The Credit Agreement is for working capital and other corporate purposes, including the issuance of
letters of credit to support the insurance and reinsurance business of the Company. The Credit Agreement replaced
the Company’s three-year, $150.0 million credit facility entered into as of September 23, 2005, which has been
terminated, and the obligations thereunder have been satisfied.

Asof December 31, 2007, there was $56.5 million outstanding under the Credit Agreement, all of which was in
support of letters of credit. Loans under the Credit Agreement bear interest at a fluctuating rate per annum equal to
the higher of (a} the federal funds rate plus 0.5%, and (b) Wachovia's publicly announced prime rate. Alternatively,
at the Company’s option, loans bear interest at the LIBOR, which is the offered rate that appears on the page of the
Telerate screen that displays an average British Bankers Association Interest Settlement Rate for deposits in dollars,
plus 0.55%, which additional percentage may be adjusted if the Company’s debt rating changes.

Common Shares

On June 15, 2007, the Company’s Board of Directors authorized a share repurchase program. Under the
program, effective as of such date, the Company may repurchase shares of its common stock on the open market
from time to time through June 15, 2009, up to an aggregate purchase price of $200 million, Shares repurchased
under the program will be cancelled. Depending on market conditions and other factors, these repurchases may be
commenced or suspended at any time, or from time to time, without prior notice. For the year ended December 31,
2007, the Company repurchased and retired 2,636,989 shares of its common stock, at a cost of $94.5 million, an
average repurchase price of $35.83 per share.

As a result of the conversion of the Convertible Notes, through December 31, 2006 the Company issued
1,838,151 shares of the Company’s common stock. During the year ended December 31, 2007, the Company
converted the remaining Convertible Notes into 1,103,099 shares of the Company’s common stock, resulting in a
decrease to Convertible Notes, and a corresponding increase to shareholders’ equity, of $23.5 million.
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During the fourth quarter of 2006, Fairfax sold or exchanged an aggregate of 13.1 million shares of the
Company’s common shares to third parties. As a result, Fairfax’s ownership in the Company was reduced from
78.5% as of September 30, 2006 to 59.6% as of December 31, 2006, The Company did not receive any proceeds
related to these transactions.

On October 12, 2005, the Company completed the sale of 4.1 miilion of its common shares at a price of $24.96
per share, resulting in total common shares outstanding as of December 31, 2005 of 69.1 million shares. Fairfax
purchased 3.1 million shares in the offering. Net proceeds to the Company, net of underwriting discounts and
commissions, were $102.1 million.

Preferred Shares

On October 20, 2005, the Company completed the sale of $100.0 million of non-cumulative perpetual
preferred shares. The Company sold 2.0 million shares of 8.125% Series A perpetual preferred stock and 2.0 million
shares of floating rate Series B perpetual preferred stock, for total net proceeds of $97.5 million. The Series A
preferred shares have a liquidation preference of $25.00 per share and are redeemable at $25.00 per share at the
Company’s option, in whole, or in part from time to time, starting on or after October 20, 2010. Dividends on the
Series B preferred shares are payable at an annual rate equal to 3.25% above the three-month LIBOR on the
applicable determination date. The Series B preferred shares have a liquidation preference of $25.00 per share and
are redeemable at the redemption prices below (in thousands, except per share amounts):

Redemption Price

Period Per Share In Aggregate
October 20, 2010 through October 19,2011 ... .. ... ... ... .. ... ..... $25.375 $50,750
QOctober 20, 2011 through October 19,2012 ., ... ... ... ... .. ... ..... 25.250 50,500
October 20, 2012 through October 19,2013 . . ... .. ... ... ... .. ... .. 25.125 50,250
Ociober 20, 2013 and thereafter . . .. ... ... it i i et eeens 25.000 50,000

Dividends on each series are deferrable on a non-cumulative basis, provided that no dividends or other
distributions have been declared or paid or set apart for payment on any other class or series of the Company’s
capital shares ranking junior to or equal with the preferred shares. Dividends on Series A and Series B preferred
shares will each be payable when, as and if declared by the Company’s Board of Directors, quarterly in arrears on
the 20th day of January, April, July, and October of each year. Deferred dividends on either series will not accrue
interest prior to the date of redemption. On November 27, 2007, the Company’s Board of Directors declared
quarterly dividends of $0.5078125 per share on the Company’s 8.125% Series A preferred shares and $0.526875 per
share on the Company’s floating rate Series B preferred shares. The total dividends of $2.1 million were paid en
January 20, 2008 to Series A and Series B preferred shareholders of record on December 31, 2007.

As of December 31, 2007, a subsidiary of Fairfax owned 253,599 shares and 70,000 shares of the Company’s
Series A and Series B preferred stock, respectively.

12, Segment Reporting

The Company’s operations are managed through four operating segments: Americas, EuroAsia, London
Market and U.S. Insurance. The Americas division is comprised of the Company’s reinsurance operations in the
United States, Canada and Latin America, and writes property and casualty business on a treaty and faculiative
basis. The EuroAsia division writes primarily treaty and facultative property business. The London Market division
operates through three distribution channels, Newline at Lloyd’s and NICL, which focus on casualty insurance, and
the London branch, which focuses on worldwide property and casualty reinsurance. The U.S. Insurance division
writes specialty insurance lines and classes of business, such as medical malpractice, professional liability and non-
standard automobile.
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The financial results of these divisions for the years ended December 31, 2007, 2006 and 2005 are as follows
(in thousands}):

Year Ended December 31, 2007 Americas EuroAsia London Market  U.S. Insurance Total
Gross premiums written .. ... .. ... $834,921  $565,608 $349,874 $532,279 $2,282,682
Net premiums written . . .. ... .. ... 817,849 542,058 305,601 423935 2,089,443
Net premiums earned . ........... $841,869  $543,141 $306,799 $428,728 $2,120,537
Losses and loss adjustment expenses. . 661,429 348,593 150,413 247,929 1,408,364
Acquisition costs and other

underwriting expenses . . . ....... 270,812 149 424 80,636 114,940 615,812
Total underwriting deductions . . .. .. 932,241 498,017 231,049 362,869 2,024,176

Underwriting income (loss) ... ... $(90,372) § 45,124 § 75,7150 $ 65,859 96,361
Net investment income . .......... 329,422
Net realized investment gains. . .. ... 539,136
Other expense, net .. ............ (14,006)
Interestexpense . . .............. (37,665)

Income before income taxes. . .. .. $ 913,248

Underwriting ratios:
Losses and loss adjustment

EXPENSES. + v v v v 78.6% 64.2% 49.0% 57.8% 66.4%
Acquisition costs and other
underwriting expensas . ....... 321 27.5 26.3 26.8 29.1

Combined ratio. .. ............ 110.7% 91.7% 75.3% 84.6% 95.5%
Year Ended December 31, 2006 Americas EuroAsia London Market  U.S. Insurance Total
Gross premiums written . ... ... .. $ 924213 $561,232 $340,653 $509,644 $2,335,742
Net premiums written. . . ... ..... 897,819 542,454 312,524 408,138 2,160,935
Net premiuzms earned . . .., ... ... $ 975,039 $531,378 $333,508 $385,901 $2,225,826
Losses and loss adjustment

CXPENSES & v v e e 765,787 320,434 182,478 215,498 1,484,197
Acquisition costs and other

underwriting expenses. . ... .... 299,557 134,590 86,064 97,413 617,624
Total underwriting deductions . . . .. 1,065,344 455,024 268,542 312,911 2,101,821

Underwriting income (loss) . . . .. $ (90,305) $ 76,354 § 64,966 $ 72,990 124,005
Net investment income . . ........ 487,119
Net realized investment gains . . . .. 189,129
Other expense, net . ............ (21,120)
Interest expense .. . . ............ {37,515)
Loss on early extinguishment of

debt ... (2,403)

Income before income taxes. . . . . $ 739,215

Underwriting ratios:
Losses and loss adjustiment

EXPENSES . . .............. 78.5% 60.3% 54.7% 55.8% 66.7%
Acquisition costs and other
underwriting expenses . . .. ... 30.8 253 25.8 25.3 217

Combined ratio . .. .......... 109.3% 85.6% 80.5% 81.1% 94 4%
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Year Ended December 31, 2005

Gross premiums written
Net premiums written. . ... .....

Net premiums earned

Losses and loss adjustment
expenses

Acquisition costs and other
underwriting expenses. . ... ...

Total underwriting deductions

Underwriting income {loss)

Net investment income . . .. .....
Net realized investment gains

Other expense, net

Interest expense. . . ...........

Loss on early extinguishment of
debt

Loss before income taxes

Underwriling ratios:

Losses and loss adjustment
CXPENSES . .t v v v inan s

Acquisition costs and other
underwriting expenses

Combined ratio

Total Americas. . .........
EurcAsia.................

London Market
U.S. Insurance

Americas EuroAsia  London Market  U.S, Insurance Total

. 81,130,512 $543,761 $431,665 $520,982 $2,626,920
. 1,043,797 512,704 375,249 369,919 2,301,669

. $1,051,162 $516,175 $386,076 $323.407 $2,276,820
. 1,186,196 326,043 348,759 200,613 2,061,611

. 322,308 136,880 86,943 70,051 616,182
. 1,508,504 462,923 435702 270,664 2,677,793
. $(457,342) § 53252 $(49,626) $ 52,743 {400,973)
. 220,092
. 59,866
. (27,014)
. (29.991)
. (3,822)
. $ (181,842)
. 112.8% 63.2% 90.3% 62.0% 90.5%
. 30.7 26.5 225 21.7 27.1
. 143.5% 89.7% 112.8% 83.7% 117.6%

Gross Premiums Written by Major Unit/Division
Years Ended December 31,
2007 2006 2005

.................... $ 6506014 § 756425 3 929,951
.................... 141,433 134,947 148,619
.................... 43,287 32,041 50,371
.................... (413) 800 1,571
.................... 834,921 924,213 1,130,512
.................... 565,608 561,232 543,761
.................... 349,874 340,653 431,665
.................... 532,279 509,644 520,982
.................... $2,282,682  $2,335,742  $2,626,920

Total gross premiums written
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Gross Premiums Written by Type of Business/Business Unit

Americas

Property excess of loss. .. .. ... .. ... ... .. .. ..
Property proportional . . . ... ... ... ... ... ... ..
Property facultative ... .......... ... ... . ... ...

Subtotal property .. ....... .. i
Casuvalty excessof loss. ... ... ... .. ... . oL
Casualty proportional . . ... ... ... ... .. .....
Casualty facultative . . .. ... ... . ... .. ... .....

Subtotal casualty . ........ ... ... ... .. ...
Marine and aerospace. . ... ....... ... ...,
Suretyandcredit . . ...... ... ... . oLl
Miscellaneous lines .. ........... ... ... .. ... ..

Total Amenicas. ... ...

EuroAsia

Property excessof loss. . ............ ... ... .....
Property proportional . . .. ......................
Property facultative . . ............ .. ... ........

Subtotat property .. ... ... ... .. ..
Casvalty excessof loss. . ....... ... .. ... ... ...,
Casualty proportional . .. ......... ... ... ... ...

Subtotal casualty . ....... . ... ... ... . ... ..
Marine and aerospace. . .. ........ . ...,
Suretyandcredit . . ........ ... . i,

Total EuroAsia. . .......... i,

London Market

Property excess of loss. .. ........... ... ... ...
Property proportional . . .......... .. ... .. ... ...

Subtotal property . ........... ... i
Casvalty excessof loss. ... .. .. ... ... .. ... ...
Casualty proportional . ... ............. .. ... ..

Subtotal casualty ............. ... ... ......
Marine and aerospace. . . .. ... ...
Liability lines — Newline and NICL. . ... ..........
Other — Newline. . . ........ ... ...............

Total London Market .. ......................
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Years Ended December 31,

2007 2006 2005
$ 125053 $ 122689 $ 135,690
123,331 158,116 227,387
19,479 13,747 24,065
267,863 294,552 387,142
181,470 231,141 203,419
232,542 221,163 345,833
81,995 94,103 105,140
496,007 546,407 654,392
25,427 36,199 37,583
45,592 46,388 52,192
32 667 (797)
834,921 924213 1,130,512
159,985 143,640 140,046
195,290 203,827 203,062
2,275 3,220 3,266
357,550 350,687 346,374
66,755 70,422 66,860
41,492 38,697 35,033
108,247 109,119 101,893
48,158 45,388 43,166
51,653 55,538 52,328
565,608 561,232 543,761
66,318 47 467 79,393
1,107 (20) 8.273
67,425 47,447 87,666
6,789 15,193 17,531
15,964 13,193 23,149
22,753 28,386 40,680
55,153 62,315 61,031
201,492 198,880 234,929
3,051 3,625 7,359
349,874 340,653 431,665
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Years Ended December 31,

2007 2006 2005

U.S. Insurance
Medical malpractice. . ............. ... ... ... ..., 130,150 152,811 150,654
Professional liability. . ............... ... ... ..... 139,320 131,034 114,172
Personal auto. . . ... ..o . 51,580 77.673 103,619
Specialey liability . . .. ... ... ... ... . 90,398 81,832 90,490
Commercial auto . ... ... it 52,374 35,545 32,374
Property and package. .. ......................... 68,457 30,749 29,673

Total US. Insurance. . .......... ... 0o irennnnn. 532,279 509,644 520,982

Total gross premiums written , ., . ... ... .0uur.n. .. $2,282,682  $2,335,742  $2,626,920

The Company does not maintain separate balance sheet data for each of its operating segments. Accordingly,
the Company does not review and evaluate the financial results of its operating segments based upon balance sheet
data.

13. Federal and Foreign Income Taxes

The components of the federal and foreign income tax provision {benefit) included in the consolidated
statements of operations for the years ended December 31, 2007, 2006 and 2005 follow (in thousands):

2007 2006 2005
Current:
United States . . .......... .. ... . .. $123,527  $126,693  $(34,811)
Foreign. . ... .. . . 78,276 18,274 21,492
Total current income tax provision (benefit) .. .......... 201,803 144,967 (13,319)
Deferred:
United States . ... ... . i 113,621 47,979 (60,260)
Foreign. ... .. . .. e 2,249 38,363 7,459
Total deferred income tax provision (benefit) . ... ..... ., 115,870 86,342 (52,801)
Total federal and foreign income tax provision (benefit). ... ... $317,673  $231,309  $(66,120)

Deferred federal and foreign income taxes reflect the tax impact of temporary differences between the amount
of assets and liabilities for financial reporting purposes and such amounts as measured by tax laws and regulations.
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Components of federal and {oreign income tax assets and liabilities as of December 31, 2007 and 2006 follow (in
thousands):

2007 2006

Unpaid losses and loss adjustment eXpenses. .. ... ... covinenion $158,937 $163,404
Untearned Premiuims . . ...t in i venm e eaenaaere oo 42,523 43,295
Reserve for potentially uncollectible balances. .. ....... ... . ... o0 13,385 11,714
Pension and benefit accruals . ... ... i e e e 6,717 5,902
FVESHITIENLS . . o o o v e oottt e e e ettt e et — 33,930
Alternative minimum tax credit . .. ..o e e _ 16,372
Foreign tax credit ... ... oo oun i 103,349 83,365
(01147 RSP EPU — 2,563

Total deferred 12X ASSEIS. . . v v v v ittt it et e 324911 360,545
Deferred acquisition Costs ... ... .. i 54,720 52,594
INVESIITIEIIES . o v v v v oo e e et et e m i ae s s et 124,301 53,819
Foreign deferred items. .. ....... oo 63,245 55,529
11 =) P PGS 4,557 —

Total deferred tax liabilities . . ... . ... . i 246,823 161,942

Net deferred 18X asSel8. . v v o o v v vt vt e tae e et e e 78,088 198,603
Deferred income taxes on accumulated other comprehensive income. ... ... (45,780) (13,628)
Deferred federal and foreign income tax asset . ................... . 32,308 184,975
Current taxes payable ... ... ... .. . i (45,923) (68,055)
Federal and foreign income taxes (payable) recoverable .. .............. $(13,615) §$116920

The decrease in the Company’s net deferred tax assets as of December 31, 2007 as compared to December 31,
2006 is primarily attributable 10 an increase in the fair value of the Company's derivative instruments, resulting in an
increase in the Company’s deferred tax liabilities as of December 31, 2007. Management believes that it is more
likely than not that the Company will realize the benefits of its net deferred tax assets and, accordingly, no valuation
allowance has been recorded as of December 31, 2007 and 2006.
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The following table reconciles federal and foreign income taxes at the statutory federal income tax rate to the
Company’s tax provision (benefit) for the years ended December 31, 2007, 2006 and 2005 (in thousands):

2007 2006 2065
% of % of % of
Pre-tax Pre-tax Pre-tax
Amount Income Amount Income Amount Loss
Income (loss) before income
taxXes. . ... e $913,248 $739.215 $(181,842)

Income tax provision (benefit)
compulted on income (loss)
before income taxes. . ., ..... $319,637 35.0% $258,725 350% % (63,645 35.0%

Increase (decrease) in income
taxes resulting from:

Dividend received deduction and

tax-exempt income ......... (5,401) (0.6) (4,505) (0.6) (5,053) 2.8
Prior year tax settlement . ... ... — —_ {16,543) (2.2) — —
Other,net. ................. 3,437 _04 (6,368 (0.9 2,578 .4

Total federal and foreign income
tax provision (benefit) . .. .... $317,673  34.8% $231,309  3L3% $ (66,120) 36.4%

Included in the income tax provision for the year ended December 31, 2006 is a one-time tax benefit of
$16.5 million, which is atiributable to the settlement of 1ax issues related to the acquisition of Clearwater in 1996.

Domestic pre-tax income (loss) was $692.8 million, $513.2 million and ($225.9) million for the years ended
December 31, 2007, 2006 and 2005, respectively, Foreign pre-tax income was $220.4 million, $226.0 million and
$44.0 million for the years ended December 31, 2007, 2006 and 20085, respectively.

As a result of Fairfax reducing its ownership of the Company lo below 80% during the third quarter of 2006, the
Company was deconsolidated from the United States tax group of Fairfax, and, accordingly, the Company has filed
a separate consolidated tax return for the period August 29, 2006 to December 31, 2006 and will file a separate
consolidated tax return for 2007. The deconsolidation has no effect on the Company’s tax position. Prior to
August 29, 2006, the Company was a member of the United States tax group of Fairfax and made payments to
Fairfax in accordance with its tax sharing agreements. The Company paid federal and foreign income taxes of
$224.6 million, $59.3 million and $63.4 million for the years ended December 31, 2007, 2006 and 2005,
respectively. The Company, as of December 31, 2007, has a current tax payable of $45.9 millien, which reflects
$33.1 million payable to Fairfax and a net payable of $12.8 million to the U.S. federal government and various
foreign governments, The Company’s tax payable was $68.1 million as of December 31, 2006, which reflects
$75.8 mitlion payable to Fairfax, principally offset by foreign tax payables and receivables from the U.S. federal
government. The federal income tax provision is allocated to each of the Company’s subsidiaries in the consolidated
group pursuant to a written agreement, on the basis of each subsidiary’s separate taxable income.

The Company files income tax returns with various federal, state, and foreign jurisdictions. The Company’s
1.S. federal income tax returns for 1999 through 2006 remain open for examination. The Internal Revenue Service
expects to complete their audit of the Company’s 2003 and 2004 tax returns and commence their audit of the
Company’s 2005 and 2006 tax returns during 2008. Income tax returns filed with various state and foreign
jurisdictions remain open to examination in accordance with individual statutes.

The Company does not have any material unrecognized tax benefits and, accordingly, has not recognized any
accrued interest or penalties associated with uncertain tax positions.
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14. Commitments and Contingencies

On September 7, 2005, the Company announced that it had been advised by Fairfax that Fairfax had received a
subpoena from the Securities and Exchange Commission (“SEC”) requesting documents regarding any non-
traditional insurance and reinsurance transactions entered into or offered by Fairfax and any of its affiliates, which
included OdysseyRe. The United States Attorney’s Office for the Southern District of New York is reviewing
documents provided to the SEC in response to the subpoena, and is participating in the investigation into these
matters. In addition, the Company provided information and made a presentation to the SEC and the U.S. Attorney’s
office relating to the restatement of the Company’s financial results announced by it on February 9, 2006 and
responded to questions with respect to transactions that were part of the restatement. This inquiry is ongoing, and
the Company is cooperating fully in addressing its obligations under this subpoena. At the present time, the
Company cannot predict the outcome of these matters, or the ultimate effect on the Company’s consolidated
financial statements, which effect could be material and adverse. No assurance can be made that the Company will
not be subject to further requests or other regulatory proceedings of a similar kind.

Odyssey America participated in providing quota share reinsurance to Gulf Insurance Company (“Gulf”’) from
January 1, 1996 to December 31, 2002, under which Gulf issued policies that guarantced the residual value of
automobile leases incepting during this period (“Treaties™). In March 2003, Gulf requested payment of approx-
imately $30.0 million, representing Odyssey America’s purported share of a settlement (“Settlement”) between
Gulf and one of the insureds whose policies, Gulf contended, were reinsured under the Treaties. Odyssey America
rejected Gulf’s request, contending that (i) Gulf breached its duty to Odyssey America when it placed the Treaties
by failing to disclose material information concerning the policy it issued to the insured; and (i) the Settlement was
not covered under the terms of the Treaties. In July 2003, Gulf initiated litigation against Odyssey America,
demanding payment relating to the Settlement and other amounts under the Treaties. On August 31, 2007, the
Company announced that Odyssey America and Gulf had reached an out-of-court settlement regarding the
litigation, including the full and final commutation of the Treaties, and the parties entered into a confidential
settlement and release agreement in September 2007. The expenses recognized by the Company in connection with
the settlement of this matter for the twelve months ended December 31, 2007 were less than the Company’s
previously disclosed estimates, and are not material to the financial condition of the Company, taken as a whole.

During the second quarter of 2004, Odyssey America pledged U.S. Treasury Notes with a par value of
$162.0 million (“the pledged assets™), or approximately £110.0 million equivalent, to the Society and Council of
Lloyd’s on behalf of Advent Capital (Holdings) PLC (*Advent”) to support Advent’s underwriting activities for the
2001 to 2005 underwriting years of account. Advent is 44.5% owned by Fairfax and its affiliates, which includes
8.1% held by OdysseyRe. nSpire Re had previously pledged assets at Lloyd’s on behalf of Advent pursuant to a
November 2000 agreement with Advent. Advent is responsible for the payment of any losses to support its
underwriting activities and the capital resources of Advent, including its funds deposited at Lloyd’s, are first
available to support any losses prior to a draw down of Odyssey America’s pledged assets. In consideration of
Odyssey America pledging the assets, nSpire Re agreed to pay Odyssey America a fee equal to 2.0% per annum of
the pledged assets, which the Company considered to be representative of commercial market terms. The pledged
assets continue to be owned by Odyssey America, and Odyssey America recetves any investment income thereon.
The securities are carried at fair value and are included in investments and cash in OdysseyRe’s consolidated
balance sheets. Interest eamed on the securities is included in investment income. As additional consideration for,
and further protection of, the pledged assets, nSpire Re has provided Odyssey America with indemnification in the
event of a draw down on the pledged assets. Odyssey America retains the right to withdraw the pledged assets at any
time upon 180 days advance written notice to nSpire Re. nSpire Re retains the obligation to pledge assets on behalf
of Advent. In any event, the placement of funds at Lloyd’s will automaticatly terminate effective no later than
December 31, 2008 and any remaining pledged assets will revert to Odyssey America at that time. The pledge of
assets is not considered material to OdysseyRe’s consolidated financial position. In January 2006, September 2006
and June 2007, Odyssey America received assets with par values of $48.6 million, $10.7 million and $14.6 million,
respectively, in each case representing a permanent reduction and unconditional release of such amount, prior to the
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stated termination date, following the deposit by Advent of such amount in new funds at Lloyd’s. Following these
returns of assets, and as of December 31, 2007, Odyssey America continues to have a par value of $88.0 million, or
approximately £44.2 million equivalent, pledged to Lloyd’s in support of Advent and will continue to receive a fee
for these pledged assets. The fair value of the pledged assets as of December 31, 2007 is $112.6 million, or
approximately £56.6 million equivalent. OdysseyRe believes that the financial resources of Advent provide
adequate protection to support its liabilities in the ordinary course of business.

The Company participates in Lloyd’s through its 100% ownership of Newline, through which the Company
provides 100% of the capacity for Newline Syndicate 1218 (“Syndicate 1218"). The results of Syndicate 1218 are
consolidated in the financial statements of the Company. In support of Syndicate 1218’s capacity at Lloyd’s,
Odyssey America has pledged U.S. Treasury Notes and cash, with a fair value of $204.1 million as of December 31,
2007, in a deposit trust account in favor of the Society and Council of Lloyd's. These securities may be substituted
with other securities at the discretion of the Company, subject to approval by Lloyd's. The securities are carried at
fair value and are included in investments and cash in the Company’s consolidated balance sheets. Interest earned
on the securities is included in investment income. The pledge of assets in support of Syndicate 1218 provides the
Company with the ability to participate in writing business through Lloyd’s, which remains an important part of the
Company’s business. The pledged assets effectively secure the contingent obligations of Syndicate 1218 should it
not meet its obligations. Odyssey America’s contingent liability to the Society and Council of Lloyd’s is limited to
the aggregate amount of the pledged assets. The Company has the ability to remove funds at Lloyd’s annually,
subject to certain minimum amounts required to support its outstanding liabilities as determined under risk-based
capital models and approved by Lloyd’s. The funds used to support outstanding liabilities are adjusted annually and
the obligations of the Company to support these liabilities will continue until they are settled or the liabilities are
reinsured by a third party approved by Lloyd’s. The Company expects to continue to actively operate Syndicate
1218 and support its requirements at Lloyd’s. The Company believes that Syndicate 1218 maintains sufficient
liquidity and financial resources to support its ultimate liabilities and the Company does not anticipate that the
pledged assets will be utilized.

Clearwater agreed to allow Ranger Insurance Company, a subsidiary of Fairfax that is now known as Fairmont
Specialty Insurance Company (“Fairmont”), to attach an assumption of liability endorsement of Clearwater to
certain Fairmont policies issued from July 1, 1999 to April 30, 2004, the effective termination date of the agreement.
Should Fairmont fail to meet its obligations, Clearwater is ultimately liable for any unpaid losses, pursuant to the
terms of the endorsements. This arrangement enabled Fairmont to provide additional security to its customers as a
result of Clearwater’s financial strength ratings and capital resources. The agreement to provide the endorsements
was provided by Clearwater while each company was 100% owned by Fairfax. The potential exposure in
connection with these endorsements is currently estimated at $0.9 million, based on the subject policies’
outstanding case loss reserves as of December 31, 2007. Fairmont has met and continues to meet all of its
obligations, including those subject to this agreement, in the normal course of business, and Clearwater does not
anticipate making any payments under this guarantee. The Company believes that the financial resources of
Fairmont provide adequate protection to support its liabilities in the ordinary course of business. In addition, Fairfax
has indemnified Clearwater for any obligations under this guarantee. The Company does not consider its potential
exposure under this guarantee to be material to its consolidated financial position.

As of July 14, 2000, Odyssey America agreed to guarantee the performance of all the insurance and
reinsurance contract obligations, whether incurred before or after the agreement, of Compagnie Transcontinentale
de Réassurance (““CTR™), a subsidiary of Fairfax, in the event CTR became insolvent and CTR was not otherwise
indemnified under its guarantee agreement with a Fairfax affiliate. The guarantee, which was entered into while
Odyssey America and CTR were each 100% owned by Fairfax, was provided by Odyssey America to facilitate the
transfer of renewal rights to CTR’s business, together with certain CTR employees, to Odyssey America in 2000 in
order 1o further expand the Company’s international reinsurance business. The guarantee was terminated effective
December 31, 2001. There were no amounts received from CTR under the guarantee, and the Company did not
provide any direct consideration for the renewal rights to the business of CTR. CTR was dissolved and its assets and
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liabilities were assumed by subsidiaries of Fairfax that have the responsibility for the run-off of its liabilities.
Although CTR’s liabilities were assumed by Fairfax subsidiaries, the guarantee only pertains to those liabilities
attaching 1o the policies written by CTR. Fairfax has agreed to indemnify Odyssey America for all its obligations
incurred under its guarantee, The Company believes that the financial resources of the Fairfax subsidiaries that have
assumed CTR'’s liabilities provide adequate protection to satisfy the obligations that are subject to this guarantee.
The Company does not expect to make payments under this guarantee and does not consider its polential exposure
under this guarantee to be material to its consolidated financial position.

Odyssey America agrezd, as of April 1, 2002, to guarantee the payment of all of the insurance contract
obligations (the “Subject Contracts™), whether incurred before or after the agreement, of Falcon Insurance
Company (Hong Kong) Limited (“Falcon™), a subsidiary of Fairfax Asia Limited (“Fairfax Asia”), in the event
Falcon becomes insolvent. FFairfax Asia is 100% owned by Fairfax, which includes a 25.9% economic interest
owned by the Company. The guarantee by Odyssey America was made 10 assist Falcon in writing business through
access to Odyssey America’s financial strength ratings and capital resources. Odyssey America is paid a fee for this
guarantee of one percent of all gross premiums earned associated with the Subject Contracts on a quarterly basis.
For the years ended December 31, 2007, 2006 and 2005, Falcon paid $0.5 million, $0.5 million and $0.6 million,
respectively, to Odyssey America in connection with this guarantee. Odyssey America’s potential exposure in
connection with this agreement is estimated to be $50.0 million, based on Falcon’s loss reserves at December 31,
2007. Falcon’s shareholders’ equity on a U.S. GAAP basis is estimated to be $59.0 million as of December 31, 2007.
Fairfax has agreed to indemnify Odyssey America for any obligation under this guarantee. The Company believes
that the financial resources of Falcon provide adequate protection to support its liabilities in the ordinary course of
business. The Corpany anticipates that Falcon will meet all of its obligations in the normal course of business and
does not expect to make any payments under this guarantee. The Company does not consider its exposure under this
guarantee to be material o its consolidated financial position.

The Company organized O.R.E. Holdings Limited {(“ORE™), a corporation domiciled in Mauritius, on
December 30, 2003 to act as a holding company for various investments in India. On January 29, 2004, ORE
was capitalized by the Company in the amount of $16.7 million. ORE is consolidated in the Company’s
consolidated financial statements. During 2004, ORE entered into a joint venture agreement relating to the
purchase by ORE of 45% of Cheran Enterprises Private Limited (“CEPL”). CEPL is a corporation domiciled in
India, engaged in the purchase, development and sale of commercial real estate properties. The joint venture
agreement governing CEPL, contains a provision whereby Odyssey America could be called upon to provide a
guarantee of a credit facility, if such facility were established by CEPL, in an amount up to $65.0 million for the
funding of proposed developments. The credit facility was never established, and the requisite conditions for any
future provision of the guarantee no longer exist. ORE’s Indian joint venture partner is claiming that the guarantee
should be available and is pursuing legal actions against the Company. The Company finds this claim without merit
and is vigorously defending the legal actions. The carrying value of the Company’s investment in ORE as of
December 31, 2007 and 2006 was $6.7 million, which includes a $9.9 million other-than-temporary write-down
recognized in prior years.

The Company and its subsidiaries are involved from time to time in ordinary litigation and arbitration
proceedings as part of the Company’s business operations. In management’s opinion, the outcome of these suits,
individually or collectively, is not likely to result in judgments that would be material to the financial condition or
results of operations of the Company.
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The Company and its subsidiaries tease office space and furniture and equipment under long-term leases
expiring through the year 2022. Minimum annual rentals follow (in thousands):

Amount

2008 . e e e e $ 8,064
2000 L e e e e e e e e 1,706
2000 . e e e e e e e 7,362
7 ) 6,775
2012 and thereafter. . . ... . e e e e e e 49,126
Total L e e e e e e e e e $79,033

The amounts above are reduced by an aggregate minimum rental recovery of $2.5 million resulting from the
sublease of space to other companies.

Rental expense, before sublease income under these operating leases, was $8.2 million, $9.8 million and
$11.1 million for the years ended December 31, 2007, 2006 and 2005, respectively. The Company recovered pre-tax
amounts of $0.1 mitlion, $0.1 mitlion and $0.2 million for the years ended December 31, 2007, 2006 and 20035,
respectively, from subleases.

15. Statutory Information and Dividend Restrictions

Odyssey America, the Company’s principal operating subsidiary, is subject to state regulatory restrictions that
limit the maximum amount of dividends payable. In any 12-month period, Odyssey America may pay dividends
equal to the greater of (i) | 0% of statutory capital and surplus as of the prior year end or (ii) net income for such prior
year without prior approval of the Insurance Commissioner of the State of Connecticut (the “Connecticut
Commissioner”). The maximum amount of dividends which Odyssey America may pay in 2008, without such
prior approval is $292.3 million, based on Odyssey America’s separate financial statements, Connecticut law
further provides that (i) Odyssey America must report to the Connecticut Commissioner, for informational
purposes, all dividends and other distributions within five business days after the declaration thereof and at least
ten days prior to payment and (ii) Odyssey America may not pay any dividend or distribution in excess of its eamed
surplus, as reflected in its most recent statutory annual statement on file with the Connecticut Commissioner,
without the Connecticut Commissioner’s approval.

Odyssey America paid dividends to the Company of $155.0 million, $60.0 million and $22.5 million during
the years ended December 31, 2007, 2006 and 2005, respectively. During 2005, the Company contributed
$185.0 million to Odyssey America. In addition, effective December 31, 2005, the Company received approval
from the Connecticut Insurance Commissioner to make a $200.0 million capital contribution to Odyssey America,
to be completed prior to February 28, 2006. In February 2006, the Company completed the $200.0 million capital
contribution to Odyssey America.

The following is the consolidated statutory basis net income (loss) and policyholders’ surplus of Odyssey
America and its subsidiaries, for each of the years ended and as of December 31, 2007, 2006 and 2005 (in
thousands}):

2007 2006 2005
Netincome (loss). . ... ..o $ 335783 § 608,031 $ (161,172)
Policyholders” surplus ......... ... ... ... .oou.., $2,922,758  $2,501,582  $2,073,701

The statutory provision for potentially uncollectible reinsurance recoverables due from unauthorized com-
panies is reduced to the extent collateral is held by Clearwater or Hudscon. Pursuant to indemnification agreements
between the Company and Clearwater, and between the Company and Hudson, the Company provides letters of
credit andfor cash in respect of uncollateralized balances due from unauthorized reinsurers. The use of such
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collateral provided by the Company is a permitted accounting practice approved by the Insurance Department of the
State of Delaware, the domiciliary state of Clearwater and Hudson. The Company has provided a $20.5 million
letter of credit to Clearwater and a $0.5 million letter of credit to Hudson as of December 31, 2007, which have been
used as collateral in regard to the indemnification agreements. The indemnification agreements do not affect the
accompanying consolidated financial statements.

16. Related Party Transactions

The Company has entered into various reinsurance arrangements with Fairfax and its affiliates. The
approximate amounts included in or deducted from income, expense, assets and liabilities in the accompanying
consolidated financial statements, with respect to reinsurance assumed and ceded, as of and for the years ended
December 31, 2007, 2006 and 2005 follow {in thousands):

2007 2006 2005

Assumed:

Premiums WIEI . o o o v o e e e et e e e $ 26,385 § 33,082 § 53,265
Premiums eamned . ... ..ottt 30,368 38,128 53,654
Losses and loss adjustment eXpenses . .. ..o v oo it 6,629 27,110 95,711
ACQUISTHON COSIS . ...ttt e e 4.506 9,858 16,454
Reinsurance payable on loss payments . ......... ... ... ... 0. 2,721 3,318 9,559
Reinsurance balances receivable .. ... .. ... .. . . oot 5,203 4,715 12,404
Unpaid losses and loss adjustment expenses. . . ................ ..., 179,377 226,165 302,119
Unearned Premilms . ... ... ..ttt nnrncaa oo 11,456 15,440 20,485
Ceded:

Premitms WEEBIN . . o vt e vt e vt e et e et e e e ns i meeanaes $ (653) § 10,141 % 30,255
Premiums eamed . .. .. . i e (276) 13,051 29,684
Losses and loss adjustment eXpenses . .. . .. .. oiiun ety (7,094) 21,531 79,694
ACHUISTHON COSIS . .. .ottt e e e (13) 2,114 4,693
Ceded reinsurance balances payable . ........... .. . o i 1,180 1,454 12,540
Reinsurance recoverables on loss payments . . ........ ... .. ... . 463 1,715 6,377
Reinsurance recoverables on unpaid losses .. .............. ... .. 14,258 30,166 228,438
Prepaid reinsurance Premitms . . ..o e e v v ae i m e s i 212 589 3,500

Written premiums assumed from Fairfax’s affiliates in 2007 represent 1.2% of OdysseyRe’s total gross
premiums written for the year ended December 31, 2007. Ceded premiums written represent 0.3% of OdysseyRe’s
total ceded premiums writien for the year ended December 31, 2007. The largest amounts of related party assumed
business in 2007 were received from Commonwealth Insurance Company and Lombard Canada Lid. The largest
amounts of business ceded to related parties in 2005 involved nSpire Re and Commonwealth Insurance Company,
each relating to a proportional catastrophe treaty covering various classes of worldwide catastrophe business written
by OdysseyRe.

The Company’s subsidiaries have entered into investment management agreements with Fairfax and its
wholly-owned subsidiary, Hamblin Watsa Investment Counsel Ltd. These agreements provide for an annual base
fee of 0.20% (20 basis points), calculated and paid quarterly based upon the subsidiary’s average invested assets for
the preceding three months. The agreements also include incentive fees of 0.10% (10 basis points), which are
payable if realized gains exceed 1% of the average investment portfolio in any given year, subject to cumulative
realized gains on investments exceeding 1% of the average investment portfolio. Additional incentive fees are paid
based upon the performance of the subsidiary’s equity portfolio equal to 10% of the return on equities (subject to an
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annual maximum) in excess of the Standard & Poot’s 500 index plus 200 basis points, pravided that the equity
portfolio has achieved such excess on a cumulative basis. If the performance of the equity portfolio does not equal or
exceed this benchmark in a given year, the annual base fee is reduced to 0.18% (18 basis points). The aggregate
annual investment management fee payable by each subsidiary, including incentive fees, is capped at 0.40%
(40 basis points) of its investment portfolio, with any excess amounts carried into the following year. These
agreements may be terminated by either party on 30 days’ notice. For the years ended December 31, 2007, 2006 and
2005, total fees, including incentive fees, of $17.3 million, $17.6 million and $16.2 million, respectively, are
included in the consolidated statements of operations.

The OdysseyRe Foundation, a not-for-profit entity through which the Company provides funding to charitable
organizations active in the communittes in which the Company operates, was formed in February 2007. Prior to the
formation of the OdysseyRe Foundation, the Company provided funding to charitable organizations through the
Sixty-Four Foundatton, a not-for-profit affiliate of Fairfax and the Company. Included in other expense, net for the
years ended December 31, 2007, 2006 and 2005, are incurred charitable contributions of $2.5 million, $1.7 million
and $0.7 million, respectively, related to these entities.

In connection with the acquisition of Opus Re (now known as Clearwater Select Insurance Company), the
Company incurred a $2.5 million pre-tax expense for the year ended December 31, 2005, which is included in other
expense, net, to RiverStane Group LLC, an affiliate, for services provided to the Company in connection with the
acquisition.

Due to expense sharing and investment management agreements with Fairfax and its affiliates, the Company
has accrued on its consolidated balance sheet amounts receivable from affiliates of $1.0 million and $0.9 million as
of December 31, 2007 and 2006, respectively, and amounts payable to affiliates of $4.6 million and $4.3 million as
of December 31, 2007 and 2006, respectively.

As of December 31, 2007, the Company has invested $27.9 million in a Canadian investment fund managed by
an officer of Fairfax. The fund is 16.0% owned by Fairfax, which includes 4.0% owned by the Company. Certain
subsidiaries of Fairfax have also invested in the fund. The officer receives no remuneration or benefits assoctated
with his position as an officer of Fairfax, and derives all of his compensation from his management of the investment
fund. In the ordinary course of the Company’s investment activities, the Company makes investments in investment
funds, limited partnerships and other investment vehicles in which Fairfax or its affiliates may also be investors.

17. Employee Benefits

In September 2006, the FASB issued SFAS 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans — an amendment of SFAS 87, 88, 106, and 132(R)”. SFAS 158 requires, as of
December 31, 2006, the Company to recognize the overfunded or underfunded status of a defined benefit
postretirement plan, including penston plans, as an asset or liability in its balance sheet and to recognize changes
in that funded status in the year in which the changes occur through comprehensive income. The Company adopted
the recognition provisions of SFAS 158, which resulted in a reduction of accumulated other comprehensive income
of $10.2 million as of December 31, 2006. In addition, SFAS 158 requires that, as of December 31, 2008, employers
measure plan assets and liabilities as of the date of their financial statements. The Company has elected to apply the
“fifteen-month” approach to measure plan assets, which will require the Company to measure plan assets as of its
current measurement date, October 1, for a fifteen-month period through December 31, 2008. SFAS 158 does not
require retrospective application.

Defined Benefit Pension Plan

The Company maintains a qualified, non-contributory, defined benefit pension plan (“Plan”) covering
substantially ail employees who have reached age twenty-one and who have completed one year of service.
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Employer contributions to the Plan are in accordance with the minimum funding requirements of the Employee
Retirement Income Security Act of 1974, as amended.

The amortization period for unrecognized pension costs and credits, including prior service costs, if any, and
actuarial gains and losses, is based on the remaining service period for those employees expected to receive pension
benefits. Actuarial gains and losses result when actual experience differs from that assumed or when actuarial
assumptions are changed.

The following tables set forth the Plan’s funded status, which uses a measurement date of Qctober 1, and
amounts recognized in the Company’s consolidated financiat statements as of December 31, 2007 and 2006 (in
thousands):

2007 2006
Change in projected benefit obligation:
Benefit obligation at beginning of year ......... ... .. .. i $58841 §$52313
CEIVICE COSE « v v v s o e ettt it e e e e na e aa e 5,071 4,396
IEIESE COSE « o v o e et e et e ettt e e e 2,982 2,667
ACIANAl L0SS . . o vttt e e e et 1,253 590
Benefits paid .. ... ..o e (1,457) (1,125)
Benefit obligation at end of year . ....... ... ... oo 66,690 58,841
Change in Plan assets:
Fair value of Plan assets at beginning of year. . ... ............... ... 48,018 44,170
Actual return on Plan asseis .. ... .ottt i e 1,868 1,319
Actual contributions during the year . ... ... ... ... o o 3,959 3,654
Benefits paid ........ ..o i (1,457) (1,125)
Fair value of Plan assets atend of year . ............ ... ... .o 52,388 48,018
Unfunded status and accrued prepaid pensioncost. ........... ... ...... $(14,302) $(10,823)
Fair value of Plan assets consists of:
Fixed iNCOME SEUUIILES . « o o v vt e e oo et et e e e e ame e e aaans $52388 §$48,018

The net amount recognized in the consolidated balance sheets related to the accrued pension cost of
$14.3 million and $10.8 million, as of December 31, 2007 and 2006, respectively, is included in other liabilities.
The net amount of pre-tax accumulated other comprehensive loss is $13.9 million and $12.7 million as of
December 31, 2007 and 2006, respectively.

The weighted average assumptions used to calculate the benefit obligation as of December 31, 2007 and 2006
are as follows:

2007 2006
DS COUNE TalE . .« o o ittt et i et e e 5.25% 5.25%
Rate of compensation iNCrease . . .. .. .. uet i e e ia i cnnns 5.75% 5.73%

The discount rate represents the Company’s estimate of the interest rate at which the Plan’s benefits could be
effectively settled. The discount rates are used in the measurement of the expected and accumulated postretirement
benefit obligations and the service and interest cost components of net periodic postretirement benefit cost.

149




ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Net periodic benefit cost included in the Company’s consolidated statements of operations for the years ended
December 31, 2007, 2006 and 2005 is comprised of the following components (in thousands):

2007 2006 2005
Net Periodic Benefit Cost:
SEIVICE COSL. . . ittt it e e $5071 $4396 $3,342
Interest COSt. . . it e e e 2,982 2,667 2,360
Return on plan assels. .. oot v oot e e e v i e (2,486) (2434) (2,287)
Net amortization and deferral . . . ........... ... ... ... ...... 714 667 101
Net periodic benefitcost. . ............ ... .. .. ... ... $6281 $529 33,516

The weighted average assumptions used to calculate the net periodic benefit cost for the years ended
December 31, 2007, 2006 and 2003 are as follows:

2007 2006 2005

DHSCOUME TALE . . . oottt ittt et e it et it e iee e nae e 325% 5.25% S5715%
Rate of compensation increase . . . ........ ... .. ... . i il 5.73% 5.66% 5.76%
Expected long term rate of return on Planassets. . ... .................. 5.50% 5.50% 5.75%

The accumulated benefit obligation for the Plan is $52.5 million and $45.8 million as of the 2007 and 2006
measurement dates, respectively. As the fair value of the Plan assets exceeds the accumulated benefit obligation, the

Company did not recognize an additional minimum pension liability under SFAS 132 as of the 2005 measurement
date.

The Plan’s expected future benefit payments are shown below (in thousands):

Year Amount
2008 L e e e e, $ 5,580
2000 e e e e e 2,620
741 3,270
2 0 2,510
1 7.220
20D U T 39,360

The investment policy for the Plan is to invest in highly-rated, lower-risk securities that preserve the investment
asset value of the Plan while seeking to maximize the return on those invested assets. The Plan assets as of
December 31, 2007 and 2006 are invested principally in highly-rated fixed income securities. The long term rate of
return assumption is based on the fixed income securities portfolio. The actual return on assets has historically been
in line with the Company’s assumptions of expected returns. During 2007, the Company contributed $4.0 million to
the Plan. Based on the Company’s current expectations, the 2008 contribution should approximate $4.0 mitlion.

As a result of the adoption of SFAS 158, the Company recognized an $8.3 million, after tax, reduction in
accumulated other comprehensive income related to the Plan, as of December 31, 2006, of which, on an after tax
basis, $8.0 million related to net losses, while $0.3 million related to prior service cost.

The Company estimates that it will record a $17.2 million net loss related to the net periodic benefit cost during
the year ended December 31, 2008. The Company does not expect any refunds of Plan assets during the year ended
December 31, 2008.
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Excess Benefit Plans

The Company also maintains two non-qualified excess benefit plans (“Excess Plans”) that provide more highly
compensated officers and employees with defined retirement benefits in excess of qualified plan limits imposed by
federal tax law. The following tables set forth the combined amounts recognized for the Supplemental Plan, which
has a measurement date of October 1, and the Supplemental Employee Retirement Plan, which has a measurement
date of December 31, in the Company’s consolidated financial statements as of December 31, 2007 and 2006 (in
thousands):

2007 2006
Change in projected benefit obligation:
Benefit obligation at beginning of year .. .......... .. ... ..o $ 16,252  $ 15724
SEIVICE COBE L vt vt it e e e 801 774
TS ot AL+ L1 A 831 801
Actuarial gain. . . ... .. e e (142) {(334)
Benefits paid .. .... ...« e e (1,010) (713)
Benefit obligation atendof year .. .......... .. ... 16,732 16,252
Change in Excess Plans’ agsets:
Fair value of Excess Plans’ assets at beginning of year. . .............. — —
Actual contributions during the year . .............. . .. ...t 1,010 713
Benefits paid . ... ... ... e e (1,010) {(713)
Fair valve of Excess Plans’ assets atend of year .................. — —
Unfunded status and accrued pension cost . ... ... ..o $(16,732)  $(16,252)

The net amount recognized in the consolidated balance sheets related to the accrued pension cost of
$16.7 million and $16.3 million, as of December 31, 2007 and 2006, respectively, is included in other liabilities.
The net amount of pre-tax accumulated other comprehensive loss is $3.7 million and $4.1 million as of
December 31, 2007 and 2006, respectively.

The weighted average assumptions used to calculate the benefit obligation as of December 31, 2007 and 2006
are as follows:

2007 2006
DHSCOUNE TAIE . . . L o ottt e et e 525% 5.25%
Rate of compensation inCrease . ... ... .. ...ttt inon e 5.75% 5.13%

The discount rate represents the Company’s estimate of the interest rate at which the Excess Plans’ benefits
could be effectively settled. The discount rates are used in the measurement of the expected and accumulated post
retirement benefit obligations and the service and interest cost components of net periodic post retirement benefit
Ccost.
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Net periodic benefit cost included in the Company’s consolidated statement of operations for the years ended
December 31, 2007, 2006 and 2005 is comprised of the following components (in thousands):

2007 2006 2005
Net Periodic Benefit Cost:
SEIVICE COSt . . ottt e e $ 801 $ 774 3% 689
Interest COSt. . ... e e e e e 830 802 800
Recognized net actuarial 1oss . ... ... . ... e 280 342 331
Recognized prior service cost. . ... ... . i 37 37D 37N
18 11 1< 5 69 69
Net periodic benefit cost. . . ... .. it i e e $1.879 $1,950 $1,852

The weighted average assumptions used to calculate the net periodic benefit cost for the years ended
December 31, 2007, 2006 and 2005 are as follows:

207 2006 2005
DISCOUNE TAlE . . . . it i e e e 5.25% 5.25% 5.75%
Rate of compensation inCrease .. . ...t tnannanenn 573% 5.66% 5.76%

The accumulated benefit obligation for the Excess Plans is $12.1 million and $11.7 million as of December 31,
2007 and 2006, respectively.

The Excess Plans’ expected benefit payments are shown below (in thousands):

2008 . . e e e e e $ 970
2000 e e e s 990
4 1) 1 O 1,220
70 I 850
7 ) 1,730
B0 0 T 4 1 7,320

The Company established a trust fund, which invests in U.S. government securities, related to the Excess
Plans. The trust fund, which is included in other invested assets, had a fair value of $6.8 million and $6.5 million as
of December 31, 2007 and 2006, respectively. Plan benefits are paid by the Company as they are incurred by the
participants, accordingly, there are no assets held directly by the Excess Plans,

The Company expects to contribute $1.1 million to the Excess Plans during the year ended December 31, 2008,
which represents the amount necessary to fund the 2008 expected benefit payments.

As a result of the adoption of SFAS 158, the Company recognized a $1.4 million after-tax reduction in
accumulated other comprehensive income related to the Excess Plans as of December 31, 2006, of which, on an
after-tax basis, $1.7 million related to net losses, while $0.3 million related to net prior service credit,

The Company estimates that it will record a $2.0 million net loss related to the net periodic benefit cost during
the year ended December 31, 2008.
Postretirement Benefit Plan

The Company provides certain health care and Yife insurance (“posuretirement”) benefits for retired employ-
ees. Substantially all employees may become eligible for these benefits if they reach retirement age while working
for the Company. The Company’s cosl for providing postretirement benefits other than pensions is accounted for in
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accordance with SFAS 106 “Employers’ Accounting for Postretirement Benefits Other Than Pensions.” The

following tables set forth the amounts recognized for the postretirement benefit plan, which has a measurement date
of January 1, in the Company’s consolidated financial statements as of December 31, 2007 and 2006 (in thousands):

2007 2006
Change in projected benefit obligation:

Benefit obligation at beginning of year . ... ... ... ... . oL $ 13,011  $ 11,097
SBIVICE COSE . o ot ittt ittt i ettt e e 1,792 1,541
TOEEPEST COBE & o v ittt et et e s e e e e et i 681 604
Actuarial gain. . . .. ... e 971) —
Benefits paid . ... .. oot e (338) (269)
18111 47 38

Benefit obligation atend of year . ......... ... ... ool $14222  $ 13,011
Unfunded status and accrued benefitcost. ......... ... ... ... ........ $(14,222)  $(13,011)

The net amount recognized in the consolidated balance sheets related to the accrued benefit cost of
$14.2 million and $13.0 million, as of December 31, 2007 and 2006, respectively, is included in other liabilities.
The net amount of pre-tax accumulated other comprehensive loss is $0.1 million and $0.9 million as of
December 31, 2007 and 2006, respectively.

The weighted average assumptions used to calculate the benefit obligation as of December 31, 2007 and 2006
are as follows:

2007 2006
DHSCOUNME TAIE .+ o v v e et e et e e e vt a s m e m et e ettt et e m i aae e 6.25% 5.50%
Rate of compensation InCrease . .. ... ...t e 4.00% 4.00%

The discount rate represents the Company’s estimate of the interest rate at which the Excess Plans’ benefits
could be effectively settled. The discount rates are used in the measurement of the expected and accumulated post
retirement benefit obligations and the service and interest cost components of net periodic post retirement benefit
cost.

Net periodic benefit cost included in the Company’s consolidated statements of operations for the years ended
December 31, 2007, 2006 and 2005 is comprised of the following components (in thousands):

2007 2006 2005
Net Periodic Benefit Cost:
BIVICE COSE . v v v et e e et e e e e e e e e $1,792 §$1,541  $1,311
(T ¢ A o1 1A 681 604 490
Net amortization and deferral . . ... .. ... .. .. . . (104) (83) (104)
Net periodic benefit €ost. . . ..o oo i i $2,369  $2,062  $1,697

The weighted average assumptions used to calculate the net periodic benefit cost for the years ended
December 31, 2007, 2006 and 2005 are as follows:

2007 2006 2005

DASCOUNE TG . . .\ o ottt et e et e e e 5.50% 5.50% 5.75%
Rate of compensation inCrease . .. ............ it 4.00% 4.00% 4.00%
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The accumulated benefit obligation for the postretirement benefit plan was $14.2 million and $13.0 million as
of December 31, 2007 and 20006, respectively.

The postretirement plan’s expected benefit payments are shown below (in thousands):

Year Amount
2008 . e e e e e e $ 308
2000 e e e e i s 360
1 O 426
7. 499
200 e e e 583
3 T ) 5,404

The annual assumed rate of increase in the per capita cost of covered benefits (i.e., health care cost trend rate) is
assumed to be 8.09% in 2007 and decreasing to 5.0% in 2013 and remaining constant thereafter. The health care cost
trend rate assumption has a significant effect on the amounts reported. For example, increasing the assumed health
care cost trend rates by one percentage point in each year would increase the accumulated postretirernent benefit
obligation by $2.3 million (15.9% of benefit obligation as of December 31, 2007) and the service and interest cost
components of net periodic postretirement benefit costs by $0.5 million for 2007. Decreasing the assumed health
care cost trend rates by one percentage point in each year would decrease the accumulated postretirement benefit
obligation, and the service and interest cost components of net periodic postretirement benefit cost for 2007 by
$1.9 million and $0.4 million, respectively.

As a result of the adoption of SFAS 158, the Company recognized a $0.5 million, after-tax, reduction in
accumulated other comprehensive income related to the postretirement plan, as of December 31, 2006, of which, on
an after tax basis, $0.8 million related to net losses, while $0.3 million related to prior service credit.

The Company estimates that it will record $2.6 million in benefit costs during the year ended December 31,
2008.

Other Plans

The Company also maintains a defined contribution profit sharing plan for all eligible employees. Each year,
the Board of Directors may authorize payment of an amount equal to a percentage of each participant’s basic annual
earnings based on the experience of the Company for that year. These amounts are credited to the employee’s
account maintained by a third party, which has contracted to provide benefits under the plan. No contributions were
authorized in 2007, 2006, or 2005.

The Company maintains a qualified deferred compensation plan pursuant to Section 401(k} of the Internal
Revenue Code of 1986, as amended. Employees may contribute up to 50% of base salary on a pre-tax basis, subject
to annual maximum contributions set by law ($15,500 in 2007). The Company contributes an amount equal to 100%
of each employee’s pre-tax contribution up to certain limits, The maximum matching contribution is 4% of annual
base salary, with certain government mandated restrictions on contributions to highly compensated employees. The
Company also maintains a non-qualified deferred compensation plan to allow for contributions in excess of
qualified plan limitations. The Company contributed $1.8 million, $1.6 millicn and $1.6 million to these plans in
2007, 2006 and 2003, respectively, which is included in other underwriting expenses in the consolidated statements
of operations.

18. Stock Based Compensation Plans

Effective January 1, 2006, the Company adopted, on a prospective basis, SFAS 123(R) “Share-Based
Payments,” which is a revision of SFAS 123 “Accounting for Stock Based Compensation” and supersedes
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Accounting Principles Board Opinion (“APB”) 25. The prospective method requires the application of the fair value
based method to compensation awards granted, modified or settled on or after the date of adoption. The approach to
account for share-based payments in SFAS [23(R) is similar to the approach described in SFAS 123, however,
SFAS 123(R) requires the expense related to all share-based payments to employees, including grants of employee
stock options, to be recognized in the consolidated financial statements. Pro forma disclosure of the impact of fair
value share-based payments is no longer an alternative to financial statement recognition. The Company had
previously adopted the expense recognition provisions of SFAS 123, on a prospective basis, effective January 1,
2003, and since that date has included the expense related to stock options granted subsequent to January 1, 2003 in
its statemnents of operations. In addition, the Company has historically expensed the compensation cost associated
with its restricted shares plan beginning with the initial grant in 2001. Accordingly, the effect of adopting
SFAS 123(R) did not have a material effect on the Company'’s results of operations or financial position. Subsequent
to January 1, 2006, deferred compensation related to restricted stock grants will be recognized in additional paid-in
capital. In accordance with SFAS 123(R), compensation cost associated with stock options recognized during 2006
includes: 1) quarterly amortization related to the remaining unvested portion of all stock option awards granted prior
to January 1, 2006, based on the grant date fair value estimated in accordance with the original provisions of
SFAS 123; and 2) quarterly amortization related to atl stock option awards granted on or after December 31, 2005,
based on the grant-date fair value estimated.

The Company has established three stock incentive plans (the “Plans”), the Odyssey Re Holdings Corp. 2002
Stock Incentive Plan (the “2002 Option Plan™), the Odyssey Re Holdings Corp. Stock Option Plan (the “2001
Option Plan”) and the Odyssey Re Holdings Corp. Restricted Share Plan (the “Restricted Share Plan”™). The 2001
Option Plan and the Restricted Share Plan were each adopted during 2001. The Plans generally allow for the
issuance of grants and exercises through newly issued shares, treasury stock, or any combination thereof.

(a) Stock Options
2002 Option Plan

In 2002, the Company adopted the 2002 Option Plan, which provides for the grant of non-qualified stock
options to officers, key employees and directors who are employed by, or provide services to the Company. Options
for an aggregate of 1,500,000 of the Company’s common shares may be granted under the 2002 Option Plan.
Pursuant to the 2002 Option Plan, 25% of the options granted become exercisable on each anniversary of the grant
in each of the four years following the date of grant and all options expire 10 years from the date of grant. Stock
options are exercisable at the grant price.

As of December 31, 2007, there was $0.1 million of unrecognized compensation cost related to unvested
options from the 2002 Option Plan, which is expected to be recognized over a remaining weighted-average vesting
period of 1.3 years. The total intrinsic value of options exercised during the year ended December 31, 2007 was
approximately $3.0 million, as compared to $1.7 million and $0.5 million of total intrinsic value of options
exercised during the year ended December 31, 2006 and 2005, respectively.

The following table summarizes stock option activity for the 2002 Option Plan for the year ended December 31,
2007:

Weighted-Average

Shares Exercise Price
Options outstanding as of December 31,2006, .................. 503,950 $18.96
Forfeited ... ... . e (625) 19.65
Exercised . .. ..ot e e e (135,126) 18.73
Options outstanding as of December 31,2007 .. ................. 368,199 $19.04
Vested and exercisable as of December 31,2007 ... .............. 356,950 $18.88
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There were no options granted during the year ended December 31, 2007. The fair value of options granted
during the years ended December 31, 2006 and 2005, estimated as of the grant date using the Black-Scholes option
pricing model, was $9.21 and $6.89 per share, respectively. The weighted-average remaining contractual term for
options outstanding as of December 31, 2007, 2006 and 2005 was 4.9 years, 5.9 years and 6.8 years, respectively.
The weighted-average remaining contractual term for options vested and exercisable as of December 31, 2007 was
4.8 years. As of December 31, 2007, the aggregate intrinsic value was $6.5 million for options outstanding and
$6.4 million for options vested and exercisable.

The assumptions used in the Black-Scholes option pricing model to determine the fair value of options granted
under the 2002 Option Plan follows:

Year Ended Year Ended
December 31, December 31,

2006 2005
Risk-free interestrate. .. . .. ... ... .ttty 4.9% 1.9%
Expected life (years) ... ... iiiiiiin it it 6.0 50
Expected volatility . . .. ..... .. . ... . .. 32.0% 30.0%
Expected dividend yield . . .. ... ... ... ... ... .. . .. ... ... 0.6% 0.6%

The risk-free interest rate is based on a bond equivalent yield at the time of the grant with maturity dates that
coincide with the expected life of the options. The expected life of the options is based on a calculation which
estimates future exercise patterns based on the Company’s historical experience. The expected volatility for grants
is based on the historical volatility of the Company’s stock price using weekly closing prices of the Company's
stock since the initial public offering of the Company in June 2001 and the volatility of others in the industry.

2001 Option Plan

In 2001, the Company adopted the 2001 Option Plan, which provides for the grant of stock options with a grant
price of zero to officers and key employees of the Company employed outside of the United States. Options granted
under the 2001 Option Plan generally vest and become exercisable in equal installments over three or five years
from the date of grant. Amounts granted in 2001 vest and become exercisable in two equal installments on the fifth
and tenth anniversary of the grant dates. Awards under each of the 2001 Option Plan and the Restricted Share Plan
(described below) may not exceed an aggregate of 10% of the Company’s issued and outstanding shares of common
stock as of the last business day of the previous calendar year. The Company had 71,140,948 issued and outstanding
shares of common stock as of December 31, 2006.

As of December 31, 2007, there was $2.1 million of unrecognized compensation cost related to unvested
options granted from the 2001 Option Plan, which is expected to be recognized over a remaining weighted-average
vesting period of 2.1 years. The total fair value of the options exercised from the 2001 Option Plan during the year
ended December 31, 2007 was $0.8 million, as compared to the total fair value of the options exercised during the
year ended December 31, 2006 and 2005 of $1.1 million and $0.1 million, respectively.
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The following table summarizes stock option activity for the 2001 Option Plan for the year ended December 31,
2007:

Weighted-Average

Fair Value
Shares at Grant Date
Options outstanding as of December 31,2006. . .................. 141,978 $22.98
Granted . . . . . e e e 50,051 37.84
Forfeited . . ... oot e e e (8,003) 25.17
| DR = Lol 1= § 2P {18,915) 23.96
Options outstanding as of December 31, 2007, ... ... ... ... ..., 165,111 $27.16
Vested and exercisable as of December 31,2007, ................. 41,471 $23.71

The weighted-average remaining contractuatl term for options outstanding as of December 31, 2007, 2006 and
2005 was 7.2 years, 7.4 years and 7.1 years, respectively. The weighted-average remaining contractual term for
options vested and exercisable as of December 31, 2007 was 6.3 years. As of December 31, 2007, the aggregate fair
value was $6.1 million for options outstanding and $1.5 million for options vested and exercisable.

(b) Restricted Stock
Restricted Share Plan

In 2001, the Company adopted the Restricted Share Plan, which provides for the grant of restricted shares of
the Company’s common stock to directors, officers and key employees of the Company. Shares granted under the
Restricted Share Plan generally vest and become exercisable in equal installments over three years or five years
from the grant dates. Amounts granted in 2001 vest and become exercisable in two equal installments on the fifth
and tenth anniversary of the grant dates. Awards under each of the Restricted Share Plan and the 2001 Option Plan
{described above) may not exceed an aggregate of 10% of the Company’s issued and outstanding shares of common
stock as of the last business day of the previous calendar year. The Company had 71,140,948 issued and outstanding
shares of common stock as of December 31, 2006.

In accordance with SFAS 123(R), the fair value of restricted share awards is estimated on the date of grant
based on the market price of the Company’s stock and is amortized to compensation expense on a straight-line basis
over the related vesting periods. As of December 31, 2007, there was $12.2 million of unrecognized compensation
cost related to unvested restricted share awards, which is expected to be recognized over a remaining weighted-
average vesting period of 2.5 years. SFAS 123(R) requires that the deferred stock-based compensation on the
consolidated balance sheet on the date of adoption be netted against additional paid-in capital. As of December 31,
2005, there was approximately $1.8 million of deferred stock-based compensation that was netted against
additional paid-in capital on January 1, 2006, The total fair value of the restricted share awards vested during
the year ended December 31, 2007, 2006 and 2005 was $7.4 million, $5.8 million and $1.8 million, respectively. As
of December 31, 2007, the aggregate fair value of restricted share awards outstanding was $24.8 million.
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The following table summarizes restricted share activity for the Restricted Share Plan for the year ended
December 31, 2007:

Weighted-Average

Fair Value at
Shares Grant Date
Restricted share awards outstanding as of December 31, 2006 ... .. .. 683,382 $21.15
Granted . .. ... e 197,154 37.87
Vested ... e e e e (186,002) 22.65
Forfeited .. ... .0 e (17,757 30.98
Restricted shares outstanding as of December 31,2007 .. .......... 676,777 $28.47

(c¢) Employee Share Purchase Plan

In 2001, the Company established the Employee Share Purchase Plan (the “ESPP™). Under the terms of the
ESPP, eligible employees may elect to purchase Company common shares in an amount up to 10% of their annual
base salary. The Company issues or purchases, on the employee’s behalf, the Company’s common shares equal to
30% of the employee’s contribution. In the event that the Company achieves a return on equity of at least 15% in any
calendar year, as computed in accordance with GAAP, additional shares are purchased by the Company for the
employee’s benefit in an amount equal to 20% of the employee’s contribution during that year. During the years
ended December 31, 2007, 2006 and 2005, the Company purchased 68,542 shares, 83,046 shares and 74,764 shares,
respectively, on behalf of employees pursuant to the ESPP, at average purchase prices of $38.67, $27.58 and $24.93,
respectively. The compensation expense recognized by the Company for purchases of the Company’s common
shares under the ESPP was $0.9 million, $0.5 million and $0.4 million for the years ended December 31, 2007, 2006
and 2003, respectively.

(d) General

For the years ended December 31 2007, 2006 and 2005, the Company received $2.5 miltion, $2.7 million and
$1.5 million, respectively, in cash from employees for the exercise of stock options. For the years ended
December 31, 2007, 2006 and 2005, the Company recognized an expense related to all stock based compensation
of $6.7 million, $5.6 million and $4.2 million, respectively. Of the $6.7 million expense for the year ended
December 31, 2007, $0.2 million relates to the adoption of SFAS 123(R). The total tax benefit recognized for the
year ended December 31, 2007, 2006 and 2005 was $2.3 million, $2.0 million and $1.5 million, respectively. For the
year ended December 31, 2007, the additional stock based compensation expense as a result of the adoption of
SFAS 123(R) caused income before income taxes to decrease by $0.2 million, net income to decrease by
30.1 million, and basic and diluted earnings per share to decrease by less than $0.01.

Had compensation costs for the year ended December 31, 2005 related to option awards and employees’
purchase rights been determined under a fair value alternative method as stated in SFAS 148 *“Accounting for Stock-
Based Compensation — Transition and Disclosure, an amendment of SFAS 123, the Company would have been
required to prepare a fair value model for such options and employees’ purchase rights and record such amount in
the consolidated financial statements as compensation expense, and the Company’s net loss and loss per commaon
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share for the year ended December 31, 2005 would have been increased to the following pro forma amouns (in
thousands, except per share data):

2005

Net 1055 a5 reported. . . ..o vt it e $(117,666)
Add: Stock-based employee compensation expense included in net loss, net of related

100 =Y i o £ 36
Deduct: Total stock-based employee compensation expense determined under fair value

based method for all awards, net of related tax effects . . ........... .. ... ... ... (690)
Pro forma net loss basic and diluted earnings per share .. ........... ... . ... ... $(118,040)
Basic loss per common share:
ASTEPOMEU . . . ottt ittt e e e $ Q8D
PrO (oI .« v v s o e e e e e et e e e et e e e e e e e e s (1.81)
Diluted loss per common share:
AS TEPOTIEA. . . oo ittt e e e et e $ (18D
Pro fOImMa . . .ot e e e (1.81)

19. Financial Guaranty Reinsurance

The Company previously underwrote assumed financial guaranty reinsurance. The maximum exposure to loss,
in the event of nonperformance by the underlying insured and assuming that the underlying collateral proved to be
of no value, related to this business was $27.1 million and $30.8 million as of December 31, 2007 and 2006,
respectively. It is the responsibility of the ceding insurer to collect and maintain collateral under financial guaranty
reinsurance. The Company ceased writing financial guaranty business in 1992.

As of December 31, 2007, financial guaranty reinsurance in force had a remaining maturity term of one (1) to
20 years. The approximate distribution of the estimated debt service (principal and interest) of bonds, by type and
unearned premiums, for the years ended December 31, 2007 and 2006 is as follows (in millions):

2007 2006

Municipal obligations:

General obligationbonds . ........ ... e $103 %122
Special revenue bonds . ..., L 16.2 18.0
Industrial development bonds .. ...... ... ... ... . i 0.6 0.6
01371 O P $27.1 3308
Uneamed Préemitms . . ..o vviun e e e e e $01 %401
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The Company has been provided with a geographic distribution of the debt service from all of its cedants. The
following table summarizes the information which has been received by the Company from its cedants (in millions):

2007

State Debt Service
Florida. . . ... . e, $ 46
ARIZONA . L L e e e e e 3.0
Kentucky . . ..o e e 2.5
NEW eIy . . .t e e 20
Alabama .. ... e e e 17
New YOIk . o e 1.6
Indiana . ... ... e _ 1.5
Subtotal . . . e e e 16.9
States less than $1.5 million exposure perstate. . . ..ot _10.2
Total .. e e e e $27.1

20. Quarterly Financial Information (Unaudited)
A summary of selected quarterly financial information follows for each of the quarters in the years ended
December 31, 2007 and 2006 (in thousands, except share amounts):

Quarters Ended
March 31, June 30, September 30, December 31,
2007 2007

2007 2007 Year

Gross premiums written . . . ... ....... $568,214  $553,296 $635,837 $525,335 $2,282,682
Net premivms written . ............. 526,220 505,050 575,810 482,363 2,089,443
Net premiums earned . . . ............ 538,907 514,746 547,977 518,907 2,120,537
Net investment income. . ............ §1.476 84,527 86,467 76,952 329,422
Net realized investment gains. ........ 48,097 121,066 87,623 282,350 539,136
Totai revenues . .. ................. 668,480 720,339 722,067 878,209 2,989,095
Total expenses . ... ................ 533,892 495,209 548,564 498,182 2,075,847
income before income taxes. ......... 134,588 225,130 173,503 330,027 913,243
Net income available to common

shareholders. . . .............. ... 86,556 145,544 112,119 243,011 587,230
Net income per comimon share:

BasiC..........covuuiininanon. $ 123 $ 205 $ 158 $ 351 3 834

Diluted . ...... .. .. i i $ 120 §$ 202 $ L57 $ 348 3 3.23
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Quarters Ended

March 31, June 30, September 30, December 31,
2006 2006 006 2006 Year

(Gross premiums writien . ... ......... $592,811  $584,059 $619,972 $538,900  $2,335,742
Net premiums written .. ............ 536,000 542,819 573,465 508,651 2,160,935
Net premiums eamed . .. ............ 553,452 584,609 545,370 542,395 2,225,826
Net investment income. .. ........... 124,392 195,561 83,194 83,972 487,119
Net realized investment gains......... 78,645 80,789 1,439 28,256 189,129
Total revenues . . .................. 756,489 860,959 630,003 654,623 2,902,074
Total expenses . .. ................. 523,938 572,077 538,523 528,321 2,162,859
Income before income taxes.......... 232,551 288,882 91,480 126,302 739,215
Net income available to common

shareholders. . .................. 150,414 207,569 57,893 83,773 499,649
Net income per common share:

Basic........... ... .. . ..., $ 220 § 3.03 $ 084 $ 119 b 7.24

Diluted . ......... i, $§ 208 § 287 $ 4081 $ Llé $ 6.93

Due to changes in the number of weighted average common shares outstanding during 2007 and 2006, the sum
of quarterly earnings per common share amounts will not equal the total for the year.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON
FINANCIAL STATEMENT SCHEDULES

To the Board of Directors and Shareholders of Odyssey Re Holdings Corp.

QOur audits of the consolidated financial statements and of the effectiveness of internal control over financial
reporting referred to in our report dated February 28, 2008 appearing in the 2007 Annual Report to Shareholders of
Odyssey Re Holdings Corp. (which report and consolidated financial statements are incorporated by reference in
this Annual Report on Form 10-K) also included an audit of the financial statement schedules listed in Item 8 of this
Form 10-K. In our opinion, these financial statement schedules present fairly, in all material respects, the
information set forth therein when read in conjunction with the related consolidated financial statements.

fs/ PricewaterhouseCoopers LLP

New York, New York
February 28, 2008
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SCHEDULE1
ODYSSEY RE HOLDINGS CORP.

SUMMARY OF INVESTMENTS
OTHER THAN INVESTMENTS IN RELATED PARTIES

December 31,
2007
Amount at
Cost or Which Shown
Amortized in the
Type of Investment Cost Fair Value Balance Sheet
(In thousands)
Fixed income securities:
Available for sale:
United Stales government, government agencies and
authorities . ... .. .. e $3,030,738  $3,057,587  $3,057,587
States, municipalities and political subdivisions. ... ........ 173,853 179,769 179,769
Foreign governments .. ... ................ ... .. ..., 1,124,783 1,126,328 1,126,328
All other corporate. . . ... ..ottt et 41,625 38,576 38,576
Sub-total fixed income securities available for sale . ...... 4,370,999 4,402,260 4,402,260
Fixed income securities, held as trading:
Foreign governments . ...................... .. .c.... 78,614 104,987 104,987
Allothercorporate. ... ... ..ottt 153,891 138,177 138,177
Sub-total fixed income securitics held as trading securities. . 232,505 243,164 243,164
Total fixed income securities. . . .........coouenn.. 4,603,504 4,645424 4,645,424
Redeemable preferred stock, at fairvalue ... ............. 2,086 1,187 1,187
Equity securities, at fair value:
Common stocks, at fair value:
Bank, trusts and insurance companies . . . . ... ... ... ...... 136,957 180,178 180,178
Industrial, miscellaneous and all other. .. .. .............. 668,750 705,573 705,573
Total equity securities, at fairvalue. . . ................ 805,707 885,751 885,751
Short-term investments, at fair vatue . .......... ... ... ... .... 483,757 483,757 483,757
Other invested assets . . . . . ..ottt e et i 412,856 412,687 412 687
Total . e e e e e $6,307.910 $6,428.806  $6,428,806
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SCHEDULE 11
ODYSSEY RE HOLDINGS CORP.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT

(PARENT COMPANY)
CONDENSED BALANCE SHEETS

ASSETS
Investments and cash:

Fixed income securities, available for sale, at fair value (amortized cost
22,350 . e e e

Investment in subsidiary, atequity. . .. ... ... . .. i i e
Short-term investments, at fairvalue .. .. ........ ... ... ... ... L
Cashand cashequivalents. ... ... ... . .. .ttt

Total investments and cash .. ... .. i i e e
Accrued INVESIMENT INCOIME . . . . . .. ittt et it ettt e ia st nt e iaeenan
LT Ty .

L0 Vo0 7T

LIABILITIES

Debt 0bligations . . . ..o v it e e e e
Federal and foreign income taxes payable . . .. ....... .. ... .. ... ... .
Interest payable . . ... ... ... . e e
Other liabilities .. ... ... .. i e

Total Habilities . . . ..ot e e e e

SHAREHOLDERS’ EQUITY

Preferred shares, $0.01 par value; 200,000,000 shares authorized; 2,000,000
Series A shares and 2,000,000 Series B shares issued and outstanding . ., ... ..

Common shares, $0.01 par value; 500,000,000 shares authorized; 69,684,726 and
71,218,616 shares issued, respectively . ......... ... .. ... . . .o,

Additional paid-in capital . . . . ... e
Treasury shares, at cost (163,232 and 77,668 shares, respectively) .............
Accumulated other comprehensive income, net of deferred income taxes .. ......
Retained eamnings. . . ... ... ... e

Total shareholders”™ equity . . ... ... o it e

Total labilities and shareholders” equity. . ............ ... ... .. ... ...,

December 31,

2007

2006

(In thousands,
except share amounts)

$ — § 22362
3,147,647 2,599,736
12,205 —
21,807 36,409
3,181,659 2,658,507
94 105

27,211 4,588

$ 489,154 § 512,504
44,946 44 876
4,654 4,866
15,510 17,375
554,264 579,621
40 40

697 712
958,544 1,029,349
(6,250} (2,528}
85,023 25,329
1,616,646 1,030,677
2,654,700 2,083,579
$3,208,964  $2,663,200

The condensed financial statements should be read in conjunction with the accompanying notes and with the

consolidated financial statements and notes thereto.
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SCHEDULE I
ODYSSEY RE HOLDINGS CORP.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT

(PARENT COMPANY)

CONDENSED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

Years Ended December 31,

2007 2006 2005
(In thousands}

REVENUES
Net inveStment iNCOME . . .. ... . otvtn it nnier e, £ 2541 % 1461 $ 2,757
Equity in net income (loss) of subsidiary . ... ... ... .. .._.. 626,717 534,599 (76,051)

Total reVENUES . . . . .. ... e 629,258 536,060 (73,294)
EXPENSES ,
Other expense, NEt . . . . ... .. ittt e e 12,284 16,938 23,882
Interest eXpense . .. .. ottt e e e e 37,665 37910 29,991
Loss on early extinguishment of debt . .. ..................... — 2,403 3,822

TOtal XPEMSES . . o v vttt e e e 49,949 57,251 57,695

Income (loss) before income taxes ..........coineiinrren.. 579,309 478,809 (130,989)
Federal and foreign income tax provision {benefit):

LTy - — (1,340) 5,205

Deferred. . . ... e e e e (16,266) (27,757) (20,472)

Total federal and foreign income tax benefit .. ............... (16,266) (29,097) (15,267)
Net income (105S). .« v v v it ittt e e et e e et 595,575 507,906 (115,722)
Preferred dividends . .......... ... . ... . ... . it (8,345) (8,257) (1,944)
Net income available to common shareholders .. .. ............. $ 587,230 $ 499649  $(117,666)
Retained earnings, beginning of year. . .. ..................... $1,030,677 $ 539,799 $ 665,715
Netincome (1085). . . . ... ... .. .. i 595,575 507,906 (115,722)
Cumulative effect of & change in accounting due to the adoption of

SEAS 155 e e e e e 16,496 — —
Dividends to preferred shareholders ... ... ... ... . ... ..... (8,345) (8,257 (1,944)
Dividends to common shareholders. . . ....................... (17,757) (8,771) (8,250)
Retained eamings, endof year ... ... ... .. ... ... ... .. ... ..., $1,616646 $1,030,677 3 539,799

The condensed financial statements should be read in conjunction with the accompanying notes and with the

consolidated financial statements and notes thereto.
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SCHEDULE IT
ODYSSEY RE HOLDINGS CORP.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
(PARENT COMPANY)

CONDENSED STATEMENTS OF CASH FLOWS

Years Ended December 11,

2007 2006 2005
(In thousands)
CASH FLOWS FROM OPERATING ACTIVITIES
Netincome (0SS} . ... oot it e et e $ 595,575 $507.906  $(115,722)
Adjustments to reconcile net income (loss) to net cash provided in
operating activities:
Equity in net (income) loss of subsidiary . ............. ... .... (626,717)  (534,599) 76,051
Current and deferred federal and foreign income taxes, net...... .. 4,307 47,619 21,276
Other assets and liabilities, net. . ........... ... . ... ......... (3,292) 4257 (2,746)
Bond discount amortization, net. . .. ....... ... ... (141) (252) (83)
Amortization of stock-based compensation. . .................. 4,330 5,642 2,869
Dividend from subsidiary. . . ........ .. .. .. ... ... L, 155,000 60,000 22,500
Loss on early extinguishment of debt. . ....... ... . ... ..... — 2,403 3,822
Net cash provided by operating activities ................... 129,062 92,976 7,967
CASH FLOWS FROM INVESTING ACTIVITIES
Net change in shori-term investments. . .. ...........vvvuurnn. .. (12,205) — —
Maturities of fixed income securities . .. ....................... 58 22,642 —
Purchases of fixed income securities . .............c0ovuv.... — (22,331 (22,392)
Capital contribution to subsidiary. . ... ... ... ... .. .. .. ... — {200,000y  (185,000)
Net cash used in investing activities . . . .................... (12,147 (199,689) (207,392)
CASH FLOWS FROM FINANCING ACTIVITIES
Common shares repurchased and retired . ...................... (92,165) — —
Purchase of treasury shares . ... ... ... ... ... ... ... ... ..... (17,259 (3,095) (4,130)
Dividends paid on preferred shares ........................... (8,369 (8,107) —
Dividends paid oncommon shares. . ....... ... ... ... ... ..... (17,757 8,771 (8,250)
Proceeds from the exercise of stockoptions . . . .................. 2,530 1,438 1,503
Excess tax benefit from stock-based compensation. ............... 1,503 671 —
Net proceeds from common share issuance . . ................... — 1,300 102,135
Net proceeds from preferred share issuance . . ................... — — 97,511
Net proceeds from debt issvance .. .......... ... ... .. .. . — 138,966 123,168
Repaymentof debt ... ... . . . .. . ... . — (59,333) {34,202)
Net cash (used in) provided by financing activities . ........... (131,517 63,069 277,735
(Decrease) increase in cash and cash equivalents ... .............. (14,602) (43,644) 78,310
Cash and cash equivalents, beginning of year. . .................. 36,409 80,053 1,743
Cash and cash equivalents, end of year. ... ................. $ 21807 $§ 36409 $ 80,053

The condensed financial statements should be read in conjunction with the accompanying notes and with the

consolidated financial statements and notes thereto.
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ODYSSEY RE HOLDINGS CORP.
NOTES TO CONDENSED FINANCIAL INFORMATION OF REGISTRANT — PARENT ONLY
(1) The registrant’s investment in Odyssey America is accounted for under the equity method of accounting.

(2) Certain amounts from prior periods have been reclassified to conform with the current year’s
presentations.
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Segment

Year Ended
December 31, 2007

Americas . ... ... ..

EuroAsia .........
London Market . . . ..
U.S. Insurance. . . ...

Holding Company ...

Totals

Year Ended
December 31, 2006

Americas ... ... ...

EuroAsia . ........
London Market . . . ..

U.S. Insurance . . . . ..

Holding Company . . .

Year Ended
December 31, 2005

Americas ... ......

EuroAsia . ........
London Market . .. ..
U.S. Insurance ., . .. ..

Holding Company .. .

Totals

SCHEDULE III
ODYSSEY RE HOLDINGS CORP.

SUPPLEMENTAL INSURANCE INFORMATION
AS OF DECEMBER 31, 2007 AND 2006 AND
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 AND 2005

Amortization
Net unpaid of net
Deferred  losses and Net losses deferred
policy loss Gross Net Net Net and loss policy Net
acquisition adjustment unearned premiums premiums investment adjustment acquisition underwriting
costs expenses premiums  written earned income eXpenses costs expenses

{In thousands)

$ 65,086 $2,467304 $252,221 § 817,842 § B41.869 $239276 § 661429  $183,086 $ 87,726

40,005 656482 141433 542058 543,141 13266 348,593 126,194 23230
15,964 906,888 124,824 305601 306799 56,377 150,413 47,867 32.769
29,745 444902 205794 423935 428728 17,962 247,929 80.110 34,830

— — — — — 2,541 — — —

$150,800 $4,475576 $724,272 $2,086.443 $2,120537 §$325.422 $1,408,364 $437,257 $178,555

$ 68,245 52,518,721 $275322 $ 897,819 $ 975039 $412.097 § 765787  $222,298 $ 77.259

39973 575573 140909 542454 531378 11,131 320434 117,043 17.547
14,153 908,153 109333 312,524 333,508 46,166 182,478 56,549 29515
27,515 400,693 215764 408138 385901 16264 215498 68,258 29,155

— — — — — 1461 — — —

$149,886 $4,403,140 $741,328 $2,160,935 $2,225826 $487.119 $1.484,197  $464,148 $153,476

590,939 $2342,604 $357,760 $1,043,797 $1,051,162 $165891 §1.186,196  $246.250 $ 76,058

37,120 464,561 133984  SI12704 516,175 7,694 326043 114,333 22,547
21,205 786457 127906 375249 386076 34347 348,759 57,218 29,725
22,086 317,301 214835 369,919 323407 9,403 200,613 52,351 17.700

— — — — — 2,757 — — —

$171,350 $3,910,923 $834,485 $2,301,669 $2,276.820 $220,092 52,061,611 $470,152 $146.030
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Year Ended December 31, 2007;
Premiums written:
Life insurance

Property and casualty insurance

Title insurance . . ...........

Total premiums written. . . . .

Year Ended December 31, 2006:
Premiums written;
Life insurance

Accident and health insurance .

Property and casualty insurance

Title insurance . . . ..........

Total premiums written . . . . .

Year Ended December 31, 2005:
Premiums writlen:
Life insurance
Accident and health insurance

Property and casualty insurance

Title insurance . . ...........

SCHEDULE 1V
ODYSSEY RE HOLDINGS CORP.

169

REINSURANCE
Assumed Ceded to Percentage of
from other other amount
Direct companies companies Net Amount assumed to net
(In thousands)
..... % — % — 3 — 3 — —%%
..... 736,322 1,545,860 193,239 2,089,443 74.0
..... $736,822  $1,545.860 $193,239  $2,089,443 74.0%
..... 3 — % — % — 3 — —%
..... 712,149 1,623,593 174,807 2,160,935 75.1
..... $712,149  $1,623,593 $174,807  $2,160,935 75.1%
..... $ — % — 3 — 3 — ~—%
..... 763,270 1,863,650 325,251 2,301,669 81.0
..... $763,270 §1,863,650 $325,251  $2,301,669 81.0%
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures

None,

Item 9A. Controls and Procedures
{(a) Evaluation of Disclosure Controls and Procedures

The Company's raanagement, with the participation of the Chief Executive Officer and Chief Financial
Officer, completed an zvaluation of the effectiveness of the design and operation of the Company’s disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as
amended (the “Exchange Act™)). Disclosure controls and procedures are designed to ensure that information
required to be disclosed by the Company in reports that it files or submits under the Exchange Act is recorded,
processed, summarized and reported within the time periods specified by the Securities and Exchange Commis-
sion’s (the “SEC") rules and forms, and that such information is accumulated and communicated to management,
including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosures. Based on this evalvation, the Company’s Chief Executive Officer and Chief
Financial Officer have concluded that, as of the end of the fiscal year covered by this Form 10-K, the Company’s
disclosure controls and procedures were effective.

(b) Management's Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting as defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act and for assessing the effectiveness of
internal control over financial reporting.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. In addition, projections of any evaluation of effectiveness of internal control over financial reporting
to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

Management, including our Chief Executive Officer and Chief Financial Officer, has assessed the effective-
ness of our internal control over financial reporting as of December 31, 2007. In making its assessment of internal
control over financial reporting, management used the criteria established in Internal Control — Integrated
Framework, issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). This
assessment included an evaluation of the design of our internal control over financial reporting and testing of the
operational effectiveness of those controls. Based on the results of this assessment, management has concluded that
the Company’s internal control over financial reporting was effective as of December 31, 2007.

The effectiveness of the Company’s internal control over financial reporting as of December 31, 2007, has
been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their
report which appears herein.

(c) Changes in Internal Controls over Financial Reporting

During the quarter ended December 31, 2007, there were no changes in the Company’s internal control over
financial reporting that have materially affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.

Item 9B. Other Information

No information required to be disclosed in a current report on Form 8-K during the three months ended
December 31, 2007 was not so reported,
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

Reference is made to the sections captioned “Election of Directors,” “Information Concerning Nominees,”
“Information Concemning Executive Officers,” “Audit Committee Financial Expert,” “Audit Committee” and
“Compliance with Section 16(a) of the Exchange Act” in our proxy statement for the 2008 Annual General Meeting
of Shareholders (the “2008 Proxy Statement””), which will be filed with the Securities and Exchange Commission
within 120 days of the close of our fiscal year ended December 31, 2007, which sections are incorporated herein by
reference.

Code of Ethics

Reference is made to the section captioned “Code of Ethics for Senior Financial Officers” in our 2008 Proxy
Statement, which section is incorporated herein by reference.

Item 11. Executive Compensation

Reference is made to the section captioned “Executive Compensation” in our 2008 Proxy Statement, which is
incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder
Maiters

Reference is made to the sections captioned “Common Share Ownership by Directors and Executive Officers
and Principal Stockholders” in our 2008 Proxy Statement, which are incorporated herein by reference.

Equity Compensation Plan Information

The following table sets forth information regarding securities issued under our equity compensation plans as
of December 31, 2007:

Number of Securities
to Be Issued upon Weighted Average  Number of Securities
Exercise of Exercise Price of Remaining Available
Outstanding Options  Outstanding Options  for Future Issuance

Equity Compensation Plans:
Not approved by shareholders . . — — —
Approved by shareholders . . . .. 368,199 $19.04 8,346,579(1)

(1) Includes options to purchase 743,709 of our common shares available for future grant under the Odyssey Re
Holdings Corp. 2002 Stock Incentive Plan and 282,522 of our common shares available for future grant under
the Odyssey Re Holdings Corp. (Non-Qualified) Employee Share Purchase Plan. In addition, under the terms
of the Odyssey Re Holdings Corp. Restricted Share Plan and the Odyssey Re Holdings Corp. Stock Option Plan
{the “Plans™), we are authorized to grant awards of restricted shares and stock options that together do not
exceed 10% of our issued and outstanding common shares as of the last business day of each calendar year. As
of December 31, 2007, the number of our restricted common shares authorized for future grant together with
the number of our common shares underlying options authorized for future grant was 6,952,149,

Item 13. Certain Relationships and Related Transactions, and Director Independence

Reference is made to the sections captioned “Certain Relationships and Related Transactions™ and “Con-
trolled Company Status” in our 2008 Proxy Statement, which are incorporated herein by reference.
Item 14. Principal Accountant Fees and Services

Reference is made to the section captioned “Independent Registered Public Accounting Firm” in our 2008
Proxy Statement, which is incorporated herein by reference.
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Item 15. Exhibits and Financial Statement Schedules

Financial Statements and Schedules

The Financial Statements and schedules listed in the accompanying index to consolidated financial statements
in Item § are filed as part of this Report. Schedules not included in the index have been omitted because they are not

applicable.

In addition, the audited financial statements of HWIC Asia Fund at August 16, 2006 and for the period from
January 1, 2006 to August 16, 2006 and the unaudited financial statements of HWIC Asia Fund at and for the year
ended December 31, 2005 are filed as a part of this Report.

Exhibits
The exhibits listed in the accompanying Exhibits Index are filed as a part of this Report.
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Independent Auditors’ Report

To the Directors and
Unitholders of HWIC
Asia Fund

February 25, 2008

In our opinion, the accompanying statement of assets and liabilities, the related statements of operations and
changes in net assets and the financial highlights present fairly, in all material respects, the financial position of
HWIC Asia Fund (the fund) at August 16, 2006 and the results of its operations, the changes in its net assets and the
financial highlights for the period from January 1, 2006 to August 16, 2006 in conformity with accounting
principles generally accepled in the United States of America. These financial statements and financial hightights
(hereafter referred to as financial statements) are the responsibility of the fund’s directors; our responsibility is to
express an opinion based on our audit. We conducted our audit of these financial statements in accordance with
auditing standards generally accepted in the United States of America which require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by the
directors, and evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

fs/  PricewaterhouseCoopers LLP

Chartered Accountants, Licensed Public Accountants




HWIC ASIA FUND
STATEMENT OF ASSETS AND LIABILITIES — 16 AUGUST 2006

Class A Class B Ctass C Class D Class E Company*
16 Augusi 16 August 16 August 16 August 16 August 16 August
2006 2006 2006 2006 2006 2006
USD UsD UsD UsD USD usp
ASSETS
Cashatbank................ 06,146,397 67,098 2,989,326 11,862 2,725,186 101,939,869
Investments {Cost — USD

22,357,366 (Note 3). . . ...... 25,320,205 — 24,318,294 — — 49,638,499
Margin accounts (Note 4) ... ... — — — — —

Accounts receivable ... ... .... 192,530 — 1,165 20,032 175 209,994
Unpaid management shares . . . . . — — — — — 100
TOTAL ASSETS . . .......... 121,659,132 67,098 27,308,785 31,894 2,725,361 151,788,462
LIABILITIES

Accounts payable ............ 801 63,512 1,522 2,362 5,343 69,632
Redemptions payable. . ........ 48,059,161 — — — — 48,059,161
Accrued expenses . . .......... 8,777 — 10,874 2,374 4776 26,801
Tax liabilities (Note 5) ........ 277,758 3,586 41,596 27,158 1,515 351,613
TOTAL LIABILITIES. .. .. ... 48,346,497 67,098 53,992 31,894 11,634 48,507,207
NETASSETS .............. 73,312,635 — 217,254,193 — 2,713,727 103,281,255
NET ASSETS REPRESENTED

BY
Stated capital (unlimited number

of shares of beneficial interest

without par value authorised)

(Note6) ................. 30,191,067 — 5,152,039 — 1,600,000 36,943,106
Redemption reserve, . ......... (534,599,249) (8,579,76%) — (12,864,740) — (556,043,758)
Management shares. .. ........ — —_ — — — 100
Accumulated net investment

gain .. ..., ... ... ... 32,238,048 345,317 2,562,437 1,314,097 29,831 36,489,730
Accumulated net realised gain on

investments. .............. 529,538,232 8,234,452 6,798,339 11,550,643 1,083,896 557,205,562
Accumulated net unrealised

appreciation on investments . . . 14,539,155 — 12,741,978 — — 27,281,133
Gain on futures contracts. .. . . .. 3,730,036 — —_ — — 3,730,036
Realised loss on share swap

transaction ............... (2,324,654) — — — —  (2,324,654)
TOTAL NET ASSETS

APPLICABLE TO

OUTSTANDING SHARES

OF BENEFICIAL

INTEREST .............. 73,312,635 — 27,254,793 — 2,713,727 103,281,255
Number of shares (Note 6} ... .. 1,009,377 — 1,125,237 — 160,000
Net asset value per participating

share. . .................. 72.63 N/A 24,22 N/A 16.96

* certain balances attributable to the company are not allocated to the Classes

Approved by the Board on 27 February 2008
and signed on its behalf by:

DIRECTORS
fs/ _Couldip Basanta Lala /s/ _Dev Joory
Couldip Basanta Lala Dev Joory

The notes on pages 7 to 20 form an integral part of these financial statements.




HWIC ASIA FUND
STATEMENT OF OPERATIONS — PERIOD ENDED 16 AUGUST 2006

Class A Class B Class C Class D Class E Company
16 August 16 August 16 August 16 August 16 August 16 August
2006 2006 2006 2006 2006 2006
Usb UsD USD usD usp usD
INVESTMENT INCOME
Dividends ...................... 1,424,121 — 492 828 — 29,768 1,946,717
Interest . .......convivoennnnanan 3,011,718 18,770 61,369 11,251 14,168 3,117,276
TOTAL INVESTMENT INCOME

(NET OF FOREIGN TAXES

WITHHELD AT SOURCE WHICH

AMOUNTED TO;

CLASS A — Nil and CLASS C — USD

77.903) ... ... 4,435,839 18,770 554,197 11,25] 43,936 5,063,993
EXPENSES
Investment fees (Note 2) . ........... 849,030 — 39,250 19,976 6,515 914,771
Custodian fees (Note 2) . . .. ... ...... 177,707 1,681 16,193 6,870 2,879 205,330
Consultancy Fee . . ................ 5,000 — — — — 5,000
Advisory fee .. ... ... ... ... .. 2,000 2,000 — — — 4,000
Security Deposits written off . ... .. ... 778 78 — — — 856
General administrative expenses . ... ... 30,574 501 11,203 8,689 11,354 62,321
HSBC Brokerage fee. .............. 78,530 — — — — 78,530
Bankcharges . . .................. 5914 250 364 314 240 7,082
Licence fee . ........ ... ... ... .. 294 — 293 294 294 1,175
Auditfee.............. ... ..... 4,228 — 4,228 2,374 2,255 13,085
ICICI transaction fees . .. ........... 19,827 — — - — 19,827
Professional fees. . ... ....... ... ... — 650 — —_ — 650
SEBIfees .............0viuennnn 5,000 — — — — 5,000
TOTAL EXPENSES . ... .......... 1,178,882 5,160 71,531 38,517 23,537 1,317,627
NET INVESTMENT INCOME/(LOSS)

BEFORETAX................. 3,256,957 13,610 482,666 (27,266) 20,399 3,746,366
Tax (Note 5. . ... ...t —_ — (12,635) e — (12,635)
NET INVESTMENT INCOME/{LOSS)

AFTERTAX . ................. 3,256,957 13,610 470,031 (27,266) 20,399 3,733,731
REALISED AND UNREALISED

GAIN/(LOSS) ON INVESTMENTS
Net realised gain/(loss) on investment

transactions:

Proceeds from sales. . . ... ........ 710,663,115 10,352,434 — 17,299,937 2,615,055 740,930,541

Cost of investments sold. . . ........ (338,348,489) (2,117,982) — {13,612,739) (1,531,159} (355,610,369)
Net realised gain on investment

ransactions. . . .. ..v v ina 372,314,626 8,234,452 — 3,687,198 1,083,896 385,320,172
Net change in unrealised appreciation/

(depreciation) on investments:

Beginning of period . . . ........... 319,061,716 7,719,768 10,005,002 1,914,738 875,556 339,576,780

Endofperiod .. ................ 14,539,154 — 12,741,978 — -~ 27,281,132
Net change in unrealised appreciation/

(depreciation) on Investments . .. .. .. (304,522,562) (7,719,768) 2,736,976 (1,914,738) (875,556) (312,295,648)
(Loss)/gain on futures contracts . . ... .. {667,429 — — — — (667,429)
(Loss)/gain on foreign currency

translation, . .. ... ... ... ... ... (2,765,461) (25,822) 108,752 (9,612) (5,906) (2,698,049)
Net realised and unrealised gain (loss} on

investments and foreign currency. . .. . 64,359,174 488,862 2,845,728 1,762,848 202,434 69,659,046
NET INCREASE IN NET ASSETS

RESULTING FROM

OPERATIONS. . ... ............ 67,616,131 502,472 3,315,759 1,735,582 222,833 73,392,777

The notes on pages 7 to 20 form an integral part of these financial statements.




HWIC ASIA FUND

STATEMENT OF CHANGES IN NET ASSETS — PERIOD ENDED 16 AUGUST 2006

OPERATIONS:

Net investment income/(loss),

after Tax. .............

Net realised gain on

investment transactions . . .

Net change in unrealised
appreciation/
(depreciation) on

investments............

Realised (loss)/gain on
futures contracts

(Loss)/gain on foreign

currency translation. . . ...

Net increase/{decrease) in net

assets resulting from
operations. . .........

CAPITAL
TRANSACTIONS:

Redemption of participating

shares................

Decrease in net assets from
capital share transactions

Total {decrease)increase in
net assets

NET ASSETS:
At beginning of period
At end of period

Class A Class B Class C Class D Class E Company
16 August 16 August 16 Aungust 16 Aungust 16 August 16 August
2006 2006 2006 2006 2006 2006
USD UsD USD USD usp usp
3,256,957 13,610 470,031 (27,2066) 20,399 3,733,131
372,314,626 8,234,452 — 3,687,198 1,083,896 385,320,172
(304,522,562) (7,719,768) 2,736,976 (1,914,738) (875,556) (312,295,648)
(667,429) — — — — (667,429)
(2,765,461) (25,822) 108,752 (9,612} (5,906) (2,698,049
.. 67,616,131 502,472 3,315,759 1,735,582 222833 73,392,777
(678,713,707} (10,599,754} — (17,727,935) — (707,041,396)
.. (678,713,707 (10,599,754) — (17,727,935) — (707,041,396)
.. (611,097,576) (10,097,282) 3,315,759 (15,992,353} 222,833 (633,648,619

.. 684,410,211 10,097,282 23,939,034

15,992,353 2,490,894 736,929,874

.. 13,312,635 — 27,254,193

— 2,13727

103,281,255

The notes on pages 7 to 20 form an integral part of these financial statements.




HWIC ASIA FUND

FINANCIAL HIGHLIGHTS
FOR THE PERIOD ENDED 16 AUGUST 2006

Class A Class B Class C Class D Class E

2006 2006 2006 2006 2006
PER SHARE OPERATING PERFORMANCE
Net asset value at beginning of peried. . .. .............. 63.93 49.99 21.27 15.16 15.57
Income from Investment Operations:
Net investment income (10ss) ...................... 0.45 0.07 0.43 (0.03) 0.13
Net realised and unrealised gain/(loss) on investments and
foreigncurrency . ........ ... .. i 8.25 2.10 2.53 1.69 1.26
Provision forincome tax ... .. ..... ... iii i v — — (0.01) — —
Total from Investment Operations . . ................... 8.70 217 2.95 .66 1.39
Net asset value at end of period ... ................... 7263 5216 2422  16.82™ 16.96
RATIOS AND SUPPLEMENTAL DATA:
Net assets at end of period (millions) .................. 73.31 nfa 27.25 nfa 2.71
Ratio of expenses to average net assets™ .. ............. 041% 0.12% 047% 058% 1.31%
Ratio of net investment income/(loss) to average net
assets™ L .13% 032% 3.07% (04)% 1.14%

Total TEIUIM . . . vt e e e e 13.61% 4.34% 13.85% 10.85% 8.92%

(a) Represents net asset value immediately prior to final redemption.

(b) The ratios of net investment income/(loss) to average net assets and of operating expenses to average net assets
are annualized and calculated for each Class of shares of the Company. Average net assets are based on the
quarterly net assets. Total return is calculated for each Class of shares of the Company and reflects the ratio of
the change in net assets resulting from operations.

The notes on pages 7 to 20 form an integral part of these financial statements.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006

1 ORGANISATION AND SIGNIFICANT ACCOUNTING POLICIES

HWIC Asia Fund (the “Company™) was incorporated in Mauritius on January 20, 2000 as a public company
limited by shares and holds a Category 1 Global Business Licence issued by the Financiat Services Commission on
December 5, 2005. The Company’s registered office is IFS Court, Twenty Eight, Cybercity, Ebene, Mauritius.

The Company is a multi-class investment company and its objective is long-term capital appreciation through
investment primarily in securities of Asian companies. The Company currently invests through Class A, Class B,
Class D and Class E in India and in Thailand through Class C. Through Class A, the Company also invests in
another collective investment scheme, which is incorporated as a Category 1 Global Business company in Mauritius
and which invests in India.

The Company maintains a separate portfolio of assets and liabilities for each Class. In addition, all custodial,
banking and registrar transactions, fees of the functionaries and expenses, where appropriate, are kept separate for
cach Class. All other expenses, which cannot be allocated to each Class, are apportioned equally among the Classes.

The financial year of the Company ends annually on December 31, These financial statements, which are as
August 16, 2006 and for the period from January 01, 2006 to August 16, 2006, have been prepared at the request of
one of the Company’s shareholders.

Future Accounting Changes

Effective January 1, 2007 the Company will adopt Financial Accounting Standards Board (“FASB™)
Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement
No. 109 (“FIN 48”), as required. FIN 48 requires Hamblin Watsa Investment Counsel Ltd (“Investment Manager™)
to determine whether a tax position of the Company is more likely than not to be sustained upon examination by the
applicable taxing authority, including resotution of any related appeals or litigation processes, based on the
technical merits of the position. The tax benefit to be recognized is measured as the largest amount of benefit that is
greater than fifty percent likely of being realized upon ultimate settlement which could result in the Company
recording a tax liability that would reduce net assets. FIN 48 must be applied to all existing tax positions upon initial
adoption and the cumulative effect, if any, is to be reported as an adjustment to net assets as of January 1, 2007,

Based on its current analysis, the Investment Manager does not believe that the adoption of FIN 48 will have a
material impact to net assets. However, the Investment Manager’s conclusions regarding FIN 48 may be subject to
review and adjustment ar a later date based on factors including, but not limited to, further implementation guidance
expected from the FASB, and on-going analyses of tax laws, regulations and interpretations thereof.

Use of Estimates

The financial statements have been prepared in accordance with and comply with accounting principles
generally accepted in the United States of America. The preparation of financial statements in accordance with
accounting principles generally accepted in the United States of America requires the use of estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amount of revenues and expenses during the
reporting period. Although these estimates are based on management’s best knowledge of current events and
actions, actual results ultimately may differ from those estimates.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

A summary of the more important accounting policies, which have been applied consistently, is set out below.

Significant Accounting Policies
Investments

All purchases and sales of investments are recognised on the trade date, which is the date that the Company
commits to purchase or sell the asset. Cost of purchase includes transaction cost. Investments are subsequently
carried at fair value. Fair values for quoted equity instruments are based on quoted bid prices at period-end. In the
absence of bid prices, the last meaningful trading prices at period-end are used. Fair values for investments held in
unquoted funds are based on the Net Asset Value (NAV) per share at period-end.

Gains and losses arising from changes in the fair value of investments are included in the statement of
operations in the period in which they arise. When the financial assets are disposed of or are impaired, the related
fair value gains or losses are included in the statement of operations.

Foreign currency translation

(i) Functional and presentation currency

Items included in the financial statements of the Company are measured using the currency of the economic
environment of the investors (the “functional currency”). The financial statements of the Company are presented in
United States Dollars (“USD™), which is the functional currency of the Company.

Management has determined the functional currency of the Company to be USD. In making this judgment,
management evaluates among other factors, the regulatory and competitive environment, the denomination of
subscription/redemption and the fee structure as well as the economic environment in which the financial assets are
invested of the Company and in particular, the economic environment of the investors.

(i) Transactions and balances

Foreign currency transactions are translated into USD using the exchange rates prevailing at the dates of
transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the
translation at period-end exchange rates of monetary assets and liabilities denominated in foreign currencies are
recognised in the Statement of Operations.

Cash and cash equivalents

Cash comprises cash at bank.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

Derivative financial instruments

Derivative financial instruments comprise futures contracts. Derivatives are initially recognised at fair value
on the date on which the contract is entered into and are subsequently re-measured at their fair value. Fair valoes are
based on quoted market prices in active markets. All derivatives are carried in assets when fair value is positive, and
as liabilities when amounts are payable by the Company.

The best evidence of the fair value of a derivative at initial recognition is the transaction price (i.e., the fair
value of the consideration given or received). Subsequent changes in the fair value of any derivative instrument are
included in the Statement of Operations.

Investment income
Dividend income and other distributions are recognised on the ex-dividend date and interest income on the
accrual basis.
Related Parties

Related parties are individuals and companies where the individual or company has the ability, directly or
indirectly, to control the other party or exercise significant influence over the other party in making financial and
operating decisions.

2 INVESTMENT MANAGER, ADMINISTRATORS, BROKERS, CUSTODIANS AND DIRECTORS
Investment Manager and Investment Administrator

The Company has entered into an Investment Agreement with Hamblin Watsa Investment Counsel Ltd (the
“Investment Manager”) of 95 Wellington Street West, Suite 802, Toronto, Ontario M3J 2N7 and Fairfax Financial
Holdings Limited (the “Investment Administrator’”) of 95 Wellington Street West, Suite 800, Toronto, Ontario, M5J
2N7. ’

Investment fee

Investment fee is payable at the end of each calendar quarter and is equal in aggregate annual rate of 0.30% of
the average market value of the Company at the close of business for the three preceding months. All fees are
payable to the Investment Administrator and the latter reimburses the Investment Manager for its investment
management Services.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continned)

Brokers

During the period under review, the Company transacted with HSBC Securities and Capital Markets (India)
Private Lid, Kotak Securities, JM Morgan Stanley Securities Private Limited, DSP Merrill Lynch Limited, ICICI
Brokerage Services Limited and CLSA India Lid.

Administrator

International Financial Services Limited has been appointed to provide various administrative services to the
Company. With effect from September 2, 2004, the Administrator is entitled to a fee of USD 21,750 for each quarter
payable in arrears. The directors have apportioned the fee among the classes as follows: Class A — USD 9,000,
Class B — USD 1,000, Class C — USD 3,750, Class D — USD 4,000 and Class E — USD 4,000. However, the
Administrator agreed on June 28, 2006 that no administration fees would be charged to Class B and Class D until
they are re-activated.

Custodians

INDIA
Deutsche Bank AG, Mumbai acts as the Indian Custodian with effect from January 26, 2000.

Fees and charges
Deutsche Bank AG, Mumbai fees are as follows:

(i) portfolio fee of 0.08% from January 2006 to August 2006 and 0.05% with effect from September
2006 p.a. of market value of Indian securities in dematerialised form payable monthly in arrears;

(ii) eransaction fee of USD 80 from January 2006 to August 2006 and USD 50 with effect from
September 2006 per receipt/delivery for secondary market and primary market transactions, including 1POs
rights etc;

(iii) proxy services of USD 150 + invoiced charges

Deutsche Bank AG, Mumbai will also be entitled to all out of pocket and third party expenses, which are billed
as and when incurred. These expenses include all communication costs and local duties.

ICICI Bank Limited acts as custodian for the futures contracts held by the Company.

10




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

Fees and charges

Clearing charges of 0.01% of the value of trade for equity derivatives is payable by the Company to ICICI
Bank Limited on a monthly basis.

ICICI Bank Limited will also be entitled to charge all service tax, other statutory levies and out-of-pocket
incurred for the Company.

Deutsche Bank AG, Bangkok acts as the Thai Custodian with effect from April 19, 2002,

Fees and charges
Deutsche Bank AG, Bangkok fees are as follows:
(i) portfolio fee of 0.08% p.a.; and
(ii) transaction fee of USD 60 billed on a per receipt/per delivery basis.

The above fees arz inclusive of registration services and corporate action services. Portfolio fees are payable
monthly on month-end valuation. Remittances related to securities will be waived. Clean cash payments will be
subject to normal bank charges.

The Thai Custodian will also be entitled to charge all out-of-pocket and any third party expenses including
communication costs and local duties and fees. Additional charges and fees may apply to any special services and
reports requested of the Custodian by the Company.

SINGAPORE

Deutsche Bank AG, Singapore acts as Custodian for the Company with effect from 28 March 2005 and held

the ICICI Bank ADRs.
Fees and charges

Deutsche Bank AG, Singapore fees are as follows:

» Custody fees will be calculated on a monthly basis, based on the value of securities under custody as at each
month end.

» Transaction fees will be calculated on a monthly basis, based on the number of transactions advised to the
Custodian in each month,

* All other fees rnust be agreed between both parties prior to payment/debit.

» Qut of pocket ¢xpense such as, but not limited to registration fees and scrip fees, will be advised by the
Custodian on a month monthly basis in the form of a month end summary.

Directors

All directors have agreed to waive their entitlement to director’s fees

11



HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

3 INVESTMENTS

Class A Class B Class C Class D Class E Company
16 August 2006 16 August 2006 16 August 2006 16 August 2006 16 August 2006 2006
USD UsSD USD USD uUsb UsD
At January (1, 2006 ... 665,984,497 9,837,750 20,588,974 15,527,477 2,406,715 714,345,413
Additions ........... 2,206,759 — 992,344 — 3,199,103
Disposals ........... (338,348,489) (2,117,982 — (13,612,739) (1,531,159) (355,610,369)
Net change in unrealised
Appreciation . ...... (304,522,562) (7,719,768) 2,736,976  (1,914,738) (875,556) (312,295,648)
At August 16, 2006
USD............. 25,320,205 — 24,318,294 — — 49,638,499

Associated risk

The Company’s investment activities expose it to various types of risks, which are associated with financial
instruments and markets in which it invests. The following is a summary of the main risks:

Currency risk

The Company invests in securities denominated in Indian rupees and Thai Baht. Consequently, the Company
is exposed to risks that the exchange rate of the US dollar relative to the Indian rupee and Thai Baht may changeina
manner which has an adverse effect on the reported value of that portion of the Company’s assets which are
denominated in Indian rupees and Thai Baht.

Concentration risk

At August 16, 2006, a significant portion of the Company’s net assets consists of Indian and Thai securities
which involve certain considerations and risks not typically associated with investments in other more developed
markets, In addition to its smaller size, lesser liquidity and greater volatility, the Indian and Thai securities market is
less developed and there is often substantially less publicly available information about Indian and Thai issuers than
there is in developed markets. Future economic and political developments in India and Thailand could adversely
affect the liquidity or value, or both, of securities in which the Company has invested. In addition, the Company’s
ability to hedge its currency risk is limited and accordingly, the Company may be exposed to currency devaluation
and other exchange rate fluctuations.

Liquidity risk

The Company maintains sufficient cash and marketable securities, and manages liquidity risk through its
ability to close out market positions.

12




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

List of investments
India — Class A and Class C

Analysis of Indian securities portfolio:

Number of Market % of % of the
Shares Value Net Assets Company’s
Class A Quoted — INR 16 August 2006 16 August 2006  of the Class Net Assels
UsD
Cholamandalam Investment and Finance Ltd. . .. .. 37,125 117,636 0.10 0.08
Gujurat State Petronet Limited . . .............. — — — —
GVK Power and Infrastructure Limited. . ........ 67,844 258,696 0.21 0.17
Housing Development Finance Corporation
Limited .. ....... ... ... i, 214,500 5,925,361 4.89 3.92
Himatsingka Seide Limited. . . ... ............. 1,468,000 3,342,814 276 2.21
Hindustan Lever Limited . ................... 174,578 864,264 0.71 0.57
ICICIBank Limited . . .. .................... 185,000 2,342,406 1.93 155
Sundaram Finance Limited . . .. ............... 1,389,250 10,438,028 8.62 6.91
Quoted — USD
ICICI Bank Limited ADRs . . ................. — — — —
23,289,205 19.22 1541
Ungquoted
India Capital Fund Limited*. . .. .............. 50,000 2,031,000 1.68 1.34
Total Class A (Cost — USD 10,781,051}, ........ 25,320,205 20.90 16.75

#* India Capital Fund Limited is incorporated in Mauritius as a Category 1 Global Business Company and invests
in India.
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NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

HWIC ASIA FUND

Thailand — Class C
Quoted — THB

Bangkok Insurance Public Co. — Foreign . . . . ...
Thai Reinsurance Public Co. — Foreign . .. ... ..
Thai Reinsurance Public Co— U Fund.........
Thai Union Frozen Products Public Co Ltd. . .. ..

Unquoted — USD

Thai Focused Equity Fund Limited . . . . ........
Thai Focused US Feeder Fund Limited . . .. ... ..

Totat Class C (Cost — USD 11,576,316). .......
Total for all classes (Cost — USD 22,357,366) . . ..

Number of Market % of % of the
Shares Value Net Assets Company’s
16 August 2006 16 August 2006  of the Class Net Assets
usD
3,676,003 20,828,882 76.42 13.78
5,188,000 654,480 2.40 0.43
1,662,000 209,666 0.77 0.14
1,598,500 999,730 3.67 0.66
22,692,758 83.26 15.m
3,954 1,625,536 5.96 1.08
24,318,294 89.22 16.09
49,638,499 32
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HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

4 MARGIN ACCOUNTS

Margin accounts represent the exchange traded futures contracts margin deposits amounts held with the broker
or the exchange.

Futures contracts
The Company held futures contracts in Class A until July 2006.

Futures contracts entitle the Company with rights to buy or seli securities on an agreed future settlement date at
a price agreed when the contracts are entered into. Futures contracts are not securities and thus, are not recorded as
assets on the statement of assets and liabilities.

Futures trading involve credit risks and the custodian requires buyers and sellers of futures to pay a deposit, the
initial margin. All movements up to the end of the day are recognised by variation in the margins. The variation
margin is the gain or loss made so far and is paid to or taken from the Company on a daily basis.

5 TAXATION
INDIA

The Company invests in India and the directors expect to obtain benefits under the double taxation treaty
between Mauritius and India. The Indian Supreme Court has re-affirmed in a ruling dated, October 7, 2003 the
validity of the circular 789 issued by the Central Board of Direct Taxes which provided that wherever a “Certificate
of Residence” was issued by the Mauritian Tax Authorities, such certificate constituted sufficient evidence for
accepting the status of residence and beneficial ownership and for applying the benefits of the tax treaty between
India and Mauritius. The Company has obtained a tax residence certification from the Mauritian authorities and
believes such certification is determinative of its residence status for treaty purposes. A Company which is tax
resident in Mauritius under the treaty, but has no branch or permanent establishment in India, will not be subject to
capital gains tax in India on the sale of securities but is subject to Indian withholding tax on interest earned on Indian
securities at the rate of 20%.

With effect from April 1, 2003, dividends are exempt in the hands of sharcholders. Indian companies making
distributions are however liable to a Dividend Distribution Tax equivalent to 12.5% of the dividends distributed.

THAILAND

The Company invests in Thailand and the directors expect to obtain benefits under the double taxation treaty
between Mauritius and Thailand. To obtain benefits under the double taxation treaty the Company must meet
certain tests and conditions, including the establishment of Mauritius tax residence and related requirements. The
Company has obtained a tax residence certification from the Mauritian authorities and believes such certification is
determinative of its resident status for treaty purposes,

Capital Gains

Capital gains realised by the Company on the disposal of its investments will not be subject to Mauritian tax
and will qualify for full relief from Thai tax under the Taxation Treaty provided that the Company does not have a
permanent establishment in Thailand. Capital gains realised on the exercise of warrants will generally be exempt
from Thai withholding tax.
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NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

Capital Gains

No Thai tax will be payable in relation to capital gains realised on the disposal of shares in the Company to
non-Thai resident investors provided payment is made neither from nor within Thailand. Capital gains realised on
sales of shares in the Company to Thai resident investors, or where payment is made from or within Thailand, are
subject to Thai withholding tax at 15%, subject to relief in accordance with the terms of any applicable double
taxation treaty. If the payer of the consideration for a sale of the shares in the Company fails to comply with this
withholding obligation, the recipient of the consideration may be assessed to tax by the Thai Revenue Department.

Dividends and interest

Dividends received by the Company will be subject to Thai withholding tax at the rate of 10%, subject to
exemption in relation to dividends paid by companies qualifying for the Thai Board of Investment promotional
status during the corporate income tax exemption period. Interest payments received by the Company will be
subject to Thai withholding tax at 15%.

Stamp duty

Thai stamp duty at 0.1% will be payable on transfers by the Company of shares only in cases where the Thai
Stock Depository Centre does not act as registrar, In all other cases, transfers of shares by the Company will not be
subject to Thai stamp duty. No Thai stamp duty will be payable in relation to the transfer of bonds. No stamp duty or
similar taxes will be payable in either Thailand or Mauritius in relation 1o transfers of shares in the Company
executed outside Thailand.

MAURITIUS

The Company is a tax incentive company in Mauritius and under current laws and regulations liable to pay
income fax on its net income at a rate of 15%. The Company is however entitled to a tax credit equivalent to the
higher of actual foreign tax suffered and 80% of Mauritius tax payable in respect of its foreign source income thus
reducing its maximum effective tax rate to 3%.

No Mauritian capital gains tax is payable on profits arising from sale of securities, and any dividends and
redemption proceeds paid by the Company to its shareholders will be exempt in Mauritivs from any withholding tax.

The amount of Mauritius tax allocated to each Class of the Company is based on the contribution of the
respective Class to the total tax expense of the Company.

The foregoing is based on the taxation laws and practices in force, which may be subject to change.

2006
usD
Charge:
Tax expense attributable to profit is made up of:
Mauritian income tax based on the profit for the period adjusted for tax purposes
at 15%, netof tax credit . ... ... L e 12,635
Foreign withholding tax ondividend . ... ... ... . ... ... . ... ... .. .. .. .. 77,903
UsSD 90,538

16




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

2006
UsD
Liability:
ALOL JANUALY . . ..ottt e i 338,978
Charge forthe year . . ... ...t e 90,538
Payment during the Year . ... ...t iner e (77,903)

USD 351,613

The actual tax income differs from the theoretical amount that would arise using the applicable income tax rate
as follows:

2006
USD
Net profit from operations for the year before tax .. ................... 385,778,962
Tax calculated at therate of 15% .. ... ..o ans 57,866,844
Impact of;
Exempt income — Net .. .. ... .o i (58,034,526)
Non allowable eXpenses .. ... ...t inrrerienioann s 308,825
Nondeductible 18IS - . o o vttt ittt e e et e 214,058
Income Not taxable . .. oottt e e (17,091)
Dividend and withholding tax on dividend income .. . ................ —
338,110
Foreign tax credit: Higher of
(1) 80% of foreign source deemed ... ..... ... ... . e 270,488
(2) Actual foreign tax suffered Withholding tax. ... ................... 77,903
270,488
Under-provision forthe year .. ... .o i 54,987
MAUFAD TAX . . o ot e et et et e e e i e e et e it e et e et ea e 12,635
Foreign withholding tax .. ....... ... . i 77,903
TAX EXPEIISE « o o\ v et v e e e e e e USD 90,538
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HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

Rights of the shares
Participating shares

These carry a right to a dividend, as determined by the directors. Each holder of Participating shares is entitled
on show of hands to one vote and, on a poll, to vote for each Participating share held. In a winding up, each
Participating share has a preferential right to share in all surplus assets after the return of capital paid up on nominal
amount of Participating shares and Management shares.

Management shares

These carry a right to vote but are not entitled to receive dividends and in a winding up, rank only for a return of
paid up capital after the return of capital paid up on participating shares.

The Management shares have been issued solely to facilitate transactions in the participating shares of the
Company.
7 RELATED PARTY TRANSACTIONS

Two directors of the Company, Dev Joory and Couldip Basanta Lala, are also directors of International
Financial Services Limited (“Administrator™), and hence deemed to have beneficial interests in the Administration
Agreement between the Company and the Administrator.

Mr Chandran Ratnaswami, a director of the Company, is an officer of Hamblin Watsa Investment Counsel Ltd
(“Investment Manager”), and deemed to have beneficial interests in the Investment Agreement between the
Company and the Investment Manager.

(a) The following transactions were carried out with related parties:

16 August
2006
UsD
Purchases of services:
(i) Hamblin Watsa Investment Counsel Ltd and Fairfax Financial Holdings
Limited Investment 1668 . . . ... ittt e i USD 914,771
(iil) International Financial Services Limited
Administration and valuation charges. . . ... ...... . ... . . ot 49,964
Other general administrative eXpenses ... ... c.ov e ine ey 12,357
Professional fees . . . .. ...ttt i i e i e 650
USD 62,971
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HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — 16 AUGUST 2006 (Continued)

Period-end balances arising from the purchases of services:

16 August
2006
UsDh
Payable to:
Hamblin Watsa Investment Counsel Ltd and Fairfax Investment Counsel Ltd . ... USD 4,265
International Financial Services Limited . ........ ... ... ... .. ..t USD 8,464

8 ULTIMATE HOLDING COMPANY

The directors consider Fairfax Financial Holdings Limited, a company incorporated under the laws of Canada
and listed on the Toronto and New York Stock Exchanges, as the Company’s ultimate holding company.

9 REPORTING CURRENCY

The financtial statements are presented in United States dollar. The Company has been granted a Category 1
Global Business Licence under the Financial Services Development Act 2001 which requires that the Company’s
business or activity is carried on in a currency other than the Mauritian Rupee. On 28 September 2007, the Financial
Services Development Act 2001 has been repealed and replaced by the Financial Services Act 2007.
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HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005

1 ORGANISATION AND SIGNIFICANT ACCOUNTING POLICIES

HWIC Asia ‘Fund (the “Company™) was incorporated in Mauritius under the Companies Act 1984 on
January 20, 2000 as a public company limited by shares and holds a Category 1 Global Business Licence issued by
the Financial Services Commission on December 5, 2005 the Company’s registered office changed from 3rd Floor,
Les Cascades, Edith Cavell Street, Port Louis, Mauritius to IFS Court, Twenty Eight, Cybercity, Ebene, Mauritius.

The Company is a multi-class investment company and its objective is long-term capital appreciation through
investment primarily in securities of Asian companies. The Company currently invests through Class A, Class B,
Class D and Class E in India and in Thailand through Class C. Through Class A, the Company also invests in
another collective investment scheme, which is incorporated as a Category 1 Global Business company in Mauritius
and which invests in India. Class E was created on September 3, 2004 for investment in India.

The Company maintains a separate portfolio of assets and liabilities for each Class. In addition, all custodial,
banking and registrar (ransactions, fees of the functionaries and expenses, where appropriate, are kept separate for
each Class. All other expenses, which cannot be allocated to each Class, are apportioned equally among the Classes.

Use of Estimates

The financial statements have been prepared in accordance with and comply with accounting principles
generally accepted in the United States of America,. The preparation of financial statements in accordance with
accounting principles generally accepted in the United States of America requires the use of estimates and
assumptions that affect the reporied amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amount of revenues and expenses during the
reporting period. Although these estimates are based on management’s best knowledge of current events and
actions, actual results ultimately may differ from those estimates. A summary of the more important accounting
policies, which have been applied consistently, is set out below.

Significant Accounting Policies
Investments

All purchases and sales of investments are recognised on the trade date, which is the date that the Company
commits to purchase or sell the asset. Cost of purchase includes transaction cost. Investments are subsequently
carried at fair value. Fair values for quoted equity instruments are based on quoted bid prices at year-end. But in the
absence of bid prices, the last meaningful trading prices at year-end are used. Fair vatues for investments held in
unquoted funds are based on the Net Asset Value (NAV) per share at year-end.

Gains and losses arising from changes in the fair value of investments are included in the statement of
operations in the period in which they arise. When the financial assets are disposed of or are impaired, the related
fair value gains or losses are included in the statement of operations.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

Foreign currency translation
(i) Functional and presentation currency

Items included in the financial statements of the Company are measured using the currency of the economic
environment of the investors (the “functional currency”). The financial statements of the Company are presented in
United States Dollars (“USD™), which is the functional currency of the Company.

Management has determined the functional currency of the Company to be USD. In making this judgment,
management evaluates among other factors, the regulatory and competitive environment, the denomination of
subscription/redemption and the fee structure as well as the economic environment in which the financial assets are
invested of the Company and in particularly, the economic environment of the investors.

(1) Transactions and balances

Foreign currency transactions are translated into USD using the exchange rates prevailing at the dates of
transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are
recognised in the Statement of Operations.

Cash and cash equivalents

Cash comprises cash at bank.

Originated loans

Originated loans comprise investments in Treasury bills. Loans originated by the Company by providing
money directly to the borrower or to a sub-participation agent at draw down are categorised as loans originated by
the Company and are carrted at amortised cost. Third party expenses, such as legal fees, incurred in securing a loan
are treated as part of the cost of the transaction.

Investment securities — Treasury bills are recognised when cash is advanced to borrowers.

An impairment provision is established if there is objective evidence that the Company will not be able to
collect all amounts due. The amount of the provision is the difference between the carrying amount and the
recoverable amount, being the present value of expected cash flows, including amounts recoverable from
guarantees and collaterals, discounted at the original effective interest rate of the loan.

When a loan is uncollectible, it is written off against the related provision for impairment. Subsequent
recoveries are credited to the income statement.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

Derivative financial instruments

Derivative financial instruments comprise futures contracts. Derivatives are initially recognised at fair value
on the date on which the contract is entered into and are subsequently re-measured at their fair value. Fair values are
based on quoted market prices in active markets. All derivatives are carried in assets when fair value is positive, and
as liabilities when amounts are payable by the Company.

The best evidence of the fair value of a derivative at initial recognition is the transaction price (i.e., the fair
value of the consideration given or received). Subsequent changes in the fair value of any derivative instrument are
included in the Statement of Operations.

Investment income
Dividend income and other distributions are recognised when the Company’s right to receive payment is
established. Interest income is recorded on the accrual basis.

Related Parties

Related parties are individuals and companies where the individual or company has the ability, directly or
indirectly, to control the other party or exercise significant influence over the other party in making financial and
operating decisions.

2 INVESTMENT MANAGER, ADMINISTRATORS, BROKERS, CUSTODIANS AND DIRECTORS
Investment Manager and Investment Administrator

The Company has entered into an Investment Agreement with Hamblin Watsa Investment Counsel Ltd (the
“Investrnent Manager”) of 95 Wellington Street West, Suite 802, Toronto, Ontario M5J 2N7 and Fairfax Financial
Holdings Limited (the “Investment Administrator”) of 95 Wellington Street West, Suite 800, Toronto, Ontario, M5J
2N7.

Investment fee

Investment fee is payable at the end of each calendar quarter and is equal in aggregate to 0.30% of the average
market value of the Company at the close of business for the three preceding months. All fees are payable to the
Investment Adminisirator and the latter reimburses the Investment Manager for its investment management
services.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

Brokers

During the year under review, the Company transacted with HSBC Securities and Capital Markets (india)
Private Ltd, Kotak Securities, M Morgan Stanley Securities Private Limited, DSP Merrill Lynch Limited, 1CICI
Brokerage Services Limited and CLSA India Lid.

Administrator

International Financial Services Limited has been appointed to provide various administrative services to the
Company in Mauritius and until September 2, 2004 it was entitled to a fee of USD 17,750 per quarter exclusive of
disbursements. With effect from September 3, 2004, the Administrator is entitled to a fee of USD 21,750 for each
quarter payable in arrears. The directors have apportioned the fee among the classes as follows: Class A —
USD 9,000, Class B — USD 1,000, Class C — USD 3,750, Class D — USD 4,000 and Class E — USD 4,000.

Custodians
INDIA

Deutsche Bank AG, Mumbai acts as the Indian Custodian with effect from January 26, 2000,

Fees and charges
Deutsche Bank AG, Mumbai fees are as follows:

(i) portfolio fee of 0.08% p.a. (2004 — 0.08%) of market value of Indian securities in dematerialised
form payable monthly in arrears;

(ii) transaction fee of USD 80 (2004 — USD 80} per receipt/delivery for secondary market and primary
market transactions.

(iii) dematerialisation charges of INR 10 per certificate (2004 — INR 10); and rematerialisation charges
of INR 10 per certificate (2004 — INR 10).
ICICI Bank Limited

ICICI Bank Limited acts as custedian for the futures contracts held by the Company.

Fees and charges

Clearing charges of 0.01% (2004 — 0.01%) of the value of trade for equity derivatives is payable by the
Company to IC ICI Bank Limited on a monthly basis,

ICICI Bank Limited will also be entitled to charge all service tax, other statutory levies and out-of-pocket
incurred for the Company.

THAILAND
Deutsche Bank AG, Bangkok acts as the Thai Custodian with effect from April 19, 2002.

10




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

Fees and charges
Deutsche Bank A(G, Bangkok fees are as follows;
(i) portfolio fee of 0.08% p.a (2004 — 0.08%); and
(i) transaction fee of USD 60 (2004 — USD 60) billed on a per receipt/per delivery basis.

The above fees are inclusive of registration services and corporate action services. Portfolio fees are payable

monthly on month-end valuation. Remittances related to securities will be waived. Clean cash payments will be
subject to normal bank charges.

co

The Thai Custodian will also be entitled to charge all out-of-pocket and any third party expenses including
mmunication costs and local duties and fees. Additional charges and fees may apply to any special services and

reports requested of the Custodian by the Company.

SINGAPORE
Deutsche Bank AG, Singapore acts as Custodian for the Company with effect from 28 March 2005 and holds

the ICICI Bank ADRs.

11

Deutsche Bank AG, Singapore fees are as follows:

* Custody fees will be calculated on a monthly basis, based on the value of securities under custody as at each
month end.

* Transaction fees will be calculated on a monthly basis, based on the number of transactions advised to the
Custodian in each month.

= All other fees must be agréed between both parties prior to payment/debit.
» Out of pocket expense such as, but not limited to registration fees and scrip fees, will be advised by the
Custodian on a month monthly basis in the form of a month end summary.
Directors fees

All directors have agreed to waive their entitlement to director’s fees.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

3 INVESTMENTS

ClassA ClassA ClassB ClassB Class C ClassC ClassD ClassD Clas E Class E - Company Company
2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005

UsD uUsD usp usp usp usD uspD usp usp uspn usp uspD
AtJamuary O ... ... ... .. 450,156,610 270,658,708 6,509,129 4,976,804 18,704,507 20,651,085 20,105,587 — 1,834,012 — 497,299,845 296,286,597
Addigons . . ... ... ... 88,692,902 126315213 — —_ 6,951 — 1282751 28539547 — 1,531,159 115,982,604 156,385,919
Disposals . . .. ... vuu (74,306,195)  (103,586) - - —  {378,081){23,775,599)(10,402,096) - — (108,081,794) (10,883,763)

Net change in unrealised
appreciation/{depreciation) . . . 201,441,180 53.286,275 3328621 1,532,325 LBTTS16 (1.568,497) 1914738 1,968,136 582,703 292,353 209,144,758 55,511,092

At December 31USD . . . .. .. 665,984,497 450,156,610 9,837,750 6,509,129 20,588,974 18,704,507 15527477 20,105,587 2,406,715 1,824,012 714,345,413 497,299,845

Net change in unrealised appreciation/{depreciation) excludes USD 37,267,081 {Class A — USD 35,298,945
and Class D — 1,968,136) relating to gain on fair valuation of investments disposed during the year. These are
included in the disposal amounts.

The cost of investments disposed during the year amounted to USD 70,814,713 (Class A — USD 39,007,250
and Class D — 31,807,463).
Associated risk
The Company’s investment activities expose it to various types of risks, which are associated with financial
instruments and markets in which it invests, The following is a summary of the main risks:
Currency risk

The Company invests in securities denominated in Indian rupees and Thai Baht. Consequently, the Company
is exposed to risks that the exchange rate of the US dollar relative to the Indian rupee and Thai Baht may change in a
manner which has an adverse effect on the reported value of that portion of the Company’s assets which are
denominated in Indian rupees and Thai Baht.

12




HWIC ASIA FUND
NOTES TC THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

Concentration risk

At December 31, 2003, a significant portion of the Company’s net assets consists of Indian and Thai securities
which involve certain considerations and risks not typically associated with investments in other more developed
markets. In addition to its smaller size, lesser liquidity and greater volatility, the Indian and Thai securities market is
less developed and there is often substantially less publicly available information about Indian and Thai issuers than
there is in developed markets. Future economic and political developments in India and Thailand could adversely
affect the liquidity or value, or both, of securities in which the Company has invested. In addition, the Company’s
ability to hedge its currency risk is limited and accordingly, the Company may be exposed to currency devaluation
and other exchange rate fluctuations.

Liquidity risk

The Company maintains sufficient cash and marketable securities, and manages liquidity risk through its
ability to close out market positions.

13




List of investments

India — Class A, Class B, Class D and Class E

HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

Analysis of Indian securities portfolio:

Class A Quoted — INR

Cholamandalam Investment and
Finance Led. . .. ..... ...

Housing Development
Finance Corporation

Limited. . ... ........
Himatsingka Seide Limited . . . .
Hindustan Lever Limited. . . . .
ICICI Bank Limited . . . .. ...
Sundaram Finance Limited . . . .

Quoted — USD

ICICI Bank Limited ADRs . , .,

Unquoted

India Capital Fund Limited* . . .

Total Class A (Cost — USD
346,922,781) (2004 — USD
297237129y . . ... ...

India.

14

% of % of
Number of Market Net Assets % of the Number of Market Net Assets % of the
Shares Value of the  Company's Shares Value of the  Company's
2005 2005 Class Net Assets 2004 2004 Class Net Assats
uUsb usD
637,125 2,636,019 04 0.4 637,125 1,088,134 0.2 0.2
214500 5,735,687 0.8 0.8 314,500 5,568,256 1.2 1.1
1,468,000 4,556,053 0.7 0.6 367,000 3,342,185 0.7 0.7
38,843,576 169,973,497 248 23.1 38,148,576 126,515,385 27.6 25.2
26,570,361 344,647,827 504 46.8 33,215,361 284598916 619 56.7
2,389,250 21,214,750 3.1 2.9 2,389,250 14,450,352 3.2 2.9
3363700 968140 142 130 - = = =
645,638,393 94.3 87.6 435,563,228 94.8 B6.8
571,841 units 20,348,104 _32 E 371,841 units 14,593,382 2 _2_9
665,984,497 97.3 &i 450,156,610  93.0 !_32

* India Capital Fund Limited is incorporated in Mauritius as a Category 1 Global Business Company and invests in




HWIC ASIA FUND

NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

India

Class B Quoted -— INR
ICICI Bank Limited
Hindustan Lever Limited . . ... ...
Total Class B (Cost — USD
2,117,982) (2004 — USD
2,117,982}
Class D Quoted — INR
Hindustan Lever Limited . .. .. ...
ICICI Bank Limited
Total Class D (Cost — USD
13,612,739) (2003 — 1JSD
18,137,451)
Class E Quoted — INR
Hindustan Lever Limited . . .. . ...
Total Class C (Cost — USD

1,531,159) (2004 — USD
1,531,159)

15

% of % of
Number of Market  Net A::ns % of the  Number of Market Net A(;sct.s % of the
Shares Value of the Company’s  Shares Value of the  Company's
2008 2005 Class  Net Assets 2004 2004 Class  Net Assets
usp usp
750,000 9,728,354 963 1.3 750,000 6,426,219 96.6 1.3
25000 109396 11 00 25000 82910 13 00
9837750 974 13 6,509,129 979 13
— — — — 6,062,500 20,105,587 165.5 4.0
1,197,079 15527477 970 21 - — = =
15527477 970 21 20,105,587 1655 4.0
550,000 2,406,715 _96_6 0.3 550,000 1,824,012 97.1 0.4
2,406,715 966 03 1824012 971 04



HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 {Continued)

% of % of
Number of Market  Net A:sets % of the Number of Market Net Azscts % of the
Shares Vatue of the Company’s  Shares Value of the Company's
2005 2005 Class Net Assets 2004 2004 Class  Net Assets
UsD USD

Thatland — Class C
Quoted — THB
Bangkok Insurance Public Co. —

Foreign .. .. .. .. .. ... .. ... 2,827,695 18,053,369 754 25 2827695 16283708 76.2 33
Thai Reinsurance Public Co. —

Foreign..................... 5,188,000 629,584 26 0.1 5,188,000 552,170 26 0.1
Thai Reinsurance Public Co., Lid Thai

Trust Fund — Foreign ........... 1,662,000 201,690 08 00 1,662,000 176890 0.8 00

18,884,643 788 2.6 17,012,768 79.6 34

Unquoted — USD
Thai Focused Equity Fund Limited. . . . . 3% units _ 1704331 7.1 02 39%0units 169173 79 03
Total Class C (Cost — USD 10,583,972)

(2004 — USD 10,577,021) ........ 20588974 859 248 18,704,507 815 37
Total for all classes (Cost USD

374,768,633 (2004 — USD

329600742) ... ool 713,345,413 96.9 497,299 845 99.1

16




HWIC ASIA FUND
NOTES TO THE FINANCIAIL STATEMENTS — DECEMBER 31, 2005 (Continued)

4 INVESTMENTS -— TREASURY BILLS
Class A and Company

2005 2004

USD UsD
ALDY JANUAIY . . oot e e s 4,583,314 —
AddIIONS . ..o e e 993,227 5,472,391
DHsposals ... e (5,572,244) (1,094,877)
Gainonexchange. ... ...ttt i e (65,800) 205,800
Inferest INCOME. . . .. oottt i et et ne et e et e 61,703 —
At3l December . . ... .. . e e — 4,583,314

5 MARGIN ACCOUNTS

Margin accounts represent the margin deposits and the unrealised gain/(loss) on exchange traded futures
contracts held with the broker.

Futures contracts

Futures contracts entitle the Company with rights to buy or sell securities on an agreed future settlement date at
a price agreed when the contracts are entered into. Futures contracts are not securities and thus, are not recorded as
assets on the statement of assets and liabilities.

Futures trading involve credit risks and the custodian requires buyers and sellers of futures to pay a deposil, the
initial margin. All movements up to the end of the day are recognised by variation in the margins. The variation
margin is the gain or loss made so far and is paid to or taken from the Company on a daily basis.

At 31 December 2005, the Company held futures contracts to buy 2,774,000 shares (2004 — 3,000,000 shares)
of Hindustan Lever Limited (1,974,000 shares on 235 January 2006 and 800,000 shares of Hindustan Lever on
25 February 2006) at pre-determined prices ranging from INR 191,78 to INR 199.55. The closing market price of
the Hindustan Lever Limited futures was INR 198.00 (2004 — INR 145.00) at December 31, 2005.




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

7 TAX
INDIA

The Company invests in India and the directors expect to obtain benefits under the double taxation treaty
between Mauritius and India. The Indian Supreme Court has re-affirmed in a ruling dated, October 7, 2003 the
validity of the circular 789 issued by the Central Board of Direct Taxes which provided that wherever a “Certificate
of Residence” was issued by the Mauritian Tax Authorities, such centificate constituted sufficient evidence for
accepting the status of residence and beneficial ownership and for applying the henefits of the tax treaty between
India and Mauritius. The Company has obtained a tax residence certification from the Mauritian authorities and
believes such certification is determinative of its residence status for treaty purposes. A Company which is tax
resident in Mauritius under the treaty, but has no branch or permanent establishment in India, will not be subject to
capital gains tax in India on the sale of securities but is subject to Indian withholding tax on interest earned on Indian
securities at the rate of 20%. From July 1, 1997 to March 31, 2002 there was no withholding tax on dividends in
India. From April 1, 2002 to March 31, 2003, dividends received on Indian securities were subject to a 5%
withholding tax on holdings of 10% or more (15% in other cases).

With effect from April 1, 2003, dividends are exempt in the hands of shareholders. Indian companies making
distributions are however liable to a Dividend Distribution Tax equivalent to 12.5% of the dividends distributed.

THAILAND

The Company invests in Thailand and the directors expect to obtain benefits under the double taxation treaty
between Mauritius and Thailand. To obtain benefits under the double taxation treaty the Company must meet
certain tests and conditions, including the establishment of Mauritius tax residence and related requirements. The
Company has obtained a tax residence certification from the Mauritian authorities and believes such certification is
determinative of its resident status for treaty purposes.

Capital Gains

Capital gains realised by the Company on the disposal of its investments will not be subject to Mauritian tax
and will qualify for full relief from Thai tax under the Taxation Treaty provided that the Company does not have a
permanent establishment in Thailand. Capital gains realised on the exercise of warrants will generally be exempt
from Thai withholding tax. No Thai tax will be payable in relation to capital gains realised on the disposal of shares
in the Company to non-Thai resident investors provided payment is made neither from nor within Thailand. Capital
gains realised on sales of shares in the Company to Thai resident investors, or where payment is made from or
within Thailand, are subject to Thai withholding tax at 15%, subject to relief in accordance with the terms of any
applicable double taxation treaty. If the payer of the consideration for a sale of the shares in the Company fails to
comply with this withholding obligaticn, the recipient of the consideration may be assessed to tax by the Thai
Revenue Department.

Dividends and interest

Dividends received by the Company will be subject to Thai withholding tax at the rate of 10%, subject to
exemption in relation to dividends paid by companies qualifying for the Thai Board of Investment promotional
status during the corporate income tax exemption period. Interest payments received by the Company will be
subject to Thai withholding tax at 15%.

18




HWIC ASIA FUND
NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

Stamp duty

Thai stamp duty at 0.1% will be payable on transfers by the Company of shares only in cases where the Thai
Stock Depository Centre does not act as registrar. In all other cases, transfers of shares by the Company will not be
subject to Thai stamp duty. No Thai stamp duty will be payable in relation to the transfer of bonds. No stamp duty or
similar taxes will be payable in either Thailand or Mauritius in relation to transfers of shares in the Company
executed outside Thailand.

MAURITIUS

The Company is a tax incentive company in Mauritius and under current laws and regulations liable to pay
income tax on its net income at a rate of 15%. The Company is however entitled to a tax credit equivalent to the
higher of actual foreign tax suffered and 80% of Mauritivs tax payable in respect of its foreign source income thus
reducing its maximum effective tax rate to 3%. At December 31, 2005, the Company had a tax liability of USD
338,978 (2004 — Tax liability — USD 143,653)

No Mauritian capital gains tax is payable on profits arising from sale of securities, and any dividends and
redemption proceeds paid by the Company to its shareholders will be exempt in Mauritius from any withholding
tax.

The foregoing is based on the taxation laws and practices in force, which may be subject to change.

2005 2004
usp UsD
Liability
AtJanuary 1. . ... i 143,653 —
Charge for the year
Mauritian income tax based on the profit for the year adjusted for tax
purposes at 15%, netof tax credit . ... ... ... ... ... ... ... 338,978 143,653
Foreign withholding tax ondividend . .. ... .. ... ... ... .. .. ... 106,077 77,706
445,055 221,359
Payment during the year . . .. ........... . ... .. i, (249,730) (77,706)
AtDecember 31 .. ... i e e e USD 338,978 143,653

The reconciliation between the actual tax rate and the applicable tax rate of 15% is as follows:

2005 2004
usb uUsD
Net investment income before tax (before net off of withholding
tax suffered) . ... . e 10,742,171 10,279,592
Taxattherate of 15% .. .. ... ... ... . i 1,611,326 1,541,939
Tax effect of income that are not chargeable for tax Purposes
Exemptincome. .. ... ... ..ot (9,472) (112,227)
Non allowable expenses ............ ... ... .. ...... 77,122 373
Dividend and withholding tax on dividend income . . ... .. .. 15,912 227,017
1,694,888 1,657,102
Foreigntax credit . .. ... ... ... .. ... ... i i (1,355,910 (1,513,449
TaX CRPEISE « o o ettt e e e ush 338,978 143,653
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NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

8 SHARE APPLICATION MONIES

(i) Share application monies of USD 10,000,000 were received from Fairfax Financial Holdings Limited on
08 and 10 December 2004, These were converted into 868,267 Class D participating shares on 21 January 2005,
based on the NAV per Class D shares at 31 December 2004 of USD 11.52.

{(ii) Share application monies of USD 10,000,000 were received from Fairfax Financial Holdings Limited on
27 January 2005. These were converted into 789,160 Class D participating shares on 21 February 2005, based on
the NAV per Class D shares at 31 January 2005 of USD 12.67.

(iii) Share application monies of USD 5,000,000 were received from Fairfax Financial Holdings Limited on
15 February 2005. These were converted into 448,036 Class D participating shares on 01 March 2005, based on the
NAV per Class D shares at 28 February 2005 of USD 11.36.
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NOTES TO THE FINANCIAL STATEMENTS — DECEMBER 31, 2005 (Continued)

9 STATED CAPITAL

Class A Class B Class C Class D Class E Company

Number of Stated  Number Stated Number of Stated Number of Stated Number of Stated Stated
Shares Capital  of Shares Capital  Shares Capital Shares Capital Shares  Capital  Capital

usD usp ush UsD usD usp
Issurd and fuly paid
Participating shares:
At Japuary 1,2004 . ... ... L 7231226 50708524 201999 2019985 2856370 22,463,374 — — — - 75191883
Subscriptions . .. ... ... ... 3939041 139,995,357 — — — — 1,055000 10550000 160,000 1,600,000 152,145357
Redemptions . .. ......... (464.344) (16,398,355) — — (1,731,133 (33,710,016} — — — — (50,108,371}
At December 31,204 . .. .. .. 10,705,923 174,305,526 201,999 2,019,985 1,125237 (11,246,642} 1,055000 10,550,000 160000 1,600,000 177,228 869
Subscriptions . .. ... .. ... - — — — — — 097483 25,000,000 — — 15,000,000
Redemptions ... ......... — — — — — —  (2,097,483) (30,686,805) — — {30,686,805)
16,398,681 16,398,681

At December 31,2005 ... . ... 10,705,923 174305526 201,999 2019985 1125237  S,15L039 1055000 4,863,195 160,000 1,600,000 187,940,745
Issued but not yet paid
Management shares:
Al January |, 2004

December 31, 2004 and

December 31,2005 . ... ... 100

Capitalisation Income

At the Board meeting held on 22 February 2006, the Board approved the reclassification of the excess between
the redemption price and original issue price of the 1,731,133 participating Class C shares to accumulated realised
gain/(loss) on disposal of investments.
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Rights of the shares
Participating shares

These carry a right to a dividend, as determined by the directors. Each holder of Participating shares is entitled
on show of hands to one vote and, on a poll, to vote for each Participating share held. In a winding up, each
Participating share has a preferential right to share in all surplus assets after the return of capital paid up on nominal
amount of Participating shares and Management shares.

Management shares

These carry aright to vote but are not entitled to receive dividends and in a winding up, rank only for a return of
paid up capital after the return of capital paid up on participating shares.

The Management shares have been issued solely to facilitate transactions in the participating shares of the
Company.
10 RELATED PARTY TRANSACTIONS

Two directors of the Company, Dev Joory and Couldip Basanta Lala, are also directors of International
Financial Services Limited (“Administrator”}, and hence deemed to have beneficial interests in the Administration
Agreement between the Company and the Administrator.

Mr Chandran Rainaswami, a director of the Company, is an officer of Hamblin Watsa Investment Counsel Ltd
(“Investment Manager™), and deemed to have beneficial interests in the Investment Agreement between the
Company and the Investment Manager.

{a) The following transactions were carried out with related parties:

2005 2004
usD uspD
Purchases of services:
(1) Hamblin Watsa Investment Counsel Lid and Fairfax Financial
Holdings Limited Investment fees . . .................... USD 1914,666 1,102,975
(iii) International Financial Services Limited
Administration and valuation charges. . . .. ... ........... 88,000 73,000
Other general administrative expenses .. ................ 19,052
Professional fees. . .. ... ... ... ... ... ... . ... ... ... — 31,250

usb 107,052 104,250
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Year-end balances arising from the purchases of services.

2005 2004
UsD UsSD
Payable to:
Hamblin Watsa Investment Counsel Ltd and Fairfax Financial Holdings
Limited . ... e e e e e e USD - -
International Financial Services Limited . . .. ................... USD 23,750 22,750

11 ULTIMATE HOLDING COMPANY

The directors consider Fairfax Financial Holdings Limited, a company incorporated under the laws of Canada
and listed on the Toronto and New York Stock Exchanges, as the Company’s ultimate holding company.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

ODYSSEY RE HOLDINGS CORP.

By: /s/ ANDREW A. BARNARD

Name: Andrew A. Barnard
Title:  President, Chief Executive Officer

Date: February 28, 2008

| Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
s/ ANDREW A. BARNARD President, Chief Executive Officer February 28, 2008
Andrew A. Barnard and Director {Principal Executive
Officer)
/s/i R. SCOTT DONOVAN Executive Vice President and Chief February 28, 2008
R. Scott Donovan Financial Officer (Principal
Financial and Accounting Officer)
* Director February 28, 2008
V. Prem Watsa
* Director February 28, 2008
James F. Dowd
* Director February 28, 2008
Peter M. Bennett
* Director February 28, 2008
Anthony F. Griffiths
* Director February 28, 2008
Patrick W. Kenny
* Director February 28, 2008
Bradley P. Martin
* Director February 28, 2008
Brandon Sweitzer
* Director . February 28, 2008
Paul M. Wolff

*By: /s/ ANDREW A. BARNARD

Andrew A. Bamard
Attorney-in-fact
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3.1

3.2

4.1

44

4.5

4.6

4.7

4.8

4.9

4.10

4.11

4.12

4.13

4.14

10.1

10.2

EXHIBIT INDEX
Title of Exhibit

Amended and Restated Certificate of Incorporation (incorporated herein by reference to the Registrant’s
Amendment Mo. 1 to Registration Statement on Form 8-1 (No. 333-57642), filed with the Commission on
May 4, 2001). Also see Exhibits 4.7 and 4.8 hereto,

Amended and Restated By-Laws (incorporated herein by reference to the Registrant’s Current Report on
Form 8-K, filed with the Commission on December 10, 2007)

Specimen Certificate representing Common Stock (incorporated herein by reference to the Registrant’s
Amendment No. 2 to Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
May 29, 2001).

Indenture dated October 31, 2003 between Odyssey Re Holdings Corp. and The Bank of New York
regarding the 6.875% Senior Notes due 2015 and the 7.65% Senior Notes due 2013 (incorporated by
reference to Exhibit 4.1 of the Registrant’s Quarterly Report on Form 10-Q filed with the Commission on
November 3, 2003).

Global Security dated October 31, 2003 representing $150,000,000 aggregate principal amount of
7.65% Senior Notes due 2013 (incorporated by reference to Exhibit 4.2 of the Registrant’s Quarterly
Repert on Form 10-Q filed with the Commission on November 3, 2003).

Global Security dated November 18, 2003 representing $75,000,000 aggregate principal amount of
7.65% Senior Notes due 2013 {incorporated by reference to Exhibit 4.6 of the Registrant’s Annual Report
on Form 10-K filed with the Commission on February 18, 2004).

Global Security dated May 13, 2005, representing $125,000,000 aggregate principal amount of
6.875% Senior Notes due 2015 (incorporated by reference to Exhibit 4.7 of the Registrant’s
Quarterly Report on Form 10-Q filed on August 9, 2005).

Certificate of Designations setting forth the specific rights, preferences, limitations and other terms of the
Series A Preferred Shares (incorporated by reference to the Registrant’s Current Report on Form 8-K filed
with the Securities and Exchange Commission on October 18, 2005).

Certificate of Designations setting forth the specific rights, preferences, limitations and other terms of the
Series B Preferred Shares (incorporated by reference to the Registrant’s Current Report on Form 8-K filed
with the Securities and Exchange Commission on October 18, 2005).

Form of Stock Certificate evidencing the Series A Preferred Shares (incorporated by reference to the
Registrant’s Current Report on Form 8-K filed with the Securities and Exchange Commission on
October 18, 2005).

Form of Stock Certificate evidencing the Series B Preferred Shares (incorporated by reference to the
Registrant’s Current Report on Form 8-K filed with the Securities and Exchange Commission on
October 18, 2003).

Indenture dated as of February 22, 2006 between Odyssey Re Holdings Corp. and Wilmington
Trust Company regarding the Floating Rate Senior Debentures, Series A (incorporated by reference
to the Registrant’s Annual Report on Form 10-K filed with the Commission on March 31, 2000).

Indenture dated as of February 22, 2006 between Odyssey Re Holdings Corp. and Wilmington
Trust Company regarding the Floating Rate Senior Debentures, Series B (incorporated by reference
to the Registrant’s Annual Report on Form 10-K filed with the Commission on March 31, 2006).

Indenture dated as of November 28, 2006 between Odyssey Re Holdings Corp. and Wilmington
Trust Company regarding the Floating Rate Senior Debentures, Series C (incorporated herein by
reference to the Registrant’s Current Report on Form 8-K filed with the Commission on
November 29, 2006).

Affiliate Guarantee by Odyssey America Reinsurance Corporation dated as of July 14, 2000 relating to
Compagnie Transcontinentale de Réassurance (incorporated herein by reference to the Registrant’s
Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on March 26, 2001).

Blanket Assumption Endorsement Agreement between Ranger Insurance Company and Odyssey
Reinsurance Corporation dated as of July 1, 1999 (incorporated herein by reference to the
Registrant’s Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
March 26, 2001).
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‘ Number Title of Exhibit

10.3  Tax Allocation Agreement effective as of June 19, 2001 among Fairfax Inc., Odyssey Re Holdings Corp.,

Odyssey America Reinsurance Corporation, Odyssey Reinsurance Corporation, and Hudson Insurance

Company (incorporated herein by reference to the Registrant’s Annual Report on Form 10-K filed with

the Commission on March 6, 2002}, Inter-Company Tax Allocation Agreement among TIG Holdings,

Inc. and the subsidiary corporations party thereto and Agreement for the Allocation and Settlement of

. Consolidated Federal Income Tax Liability as amended (each incorporated herein by reference to the

! Registrant’s Amendment No. 2 to Registration Statement on Form S-1 (No. 333-57642), filed with the

' Commission on May 29, 2001) and Inter-Company Tax Allocation Agreement effective as of March 4,

2003 between Odyssey Re Holdings Corp. and Fairfax Inc. (incorporated herein by reference to the

Registrant’s Registration Statement on Form $-1 (No. 333-138340), filed with the Commission on
October 31, 2006). .

104  Employment Agreement dated as of Seplember 14, 2005 between Andrew A. Barnard and Odyssey Re
Holdings Corp. (incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q,
filed with the Commission on September 16, 2005 .**

10.5 Employment Agreement dated as of May 23, 2001 between Michael Wacek and Odyssey Re Holdings
Corp (incorporated herein by reference to the Registrant’s Amendment No. 2 to Registration Statement on
Form S-1 (No. 333-57642), filed with the Commission on May 29, 2001).**

10.6 Employment Agreement dates as of August 24, 2006 between R. Scott Donovan and Odyssey Re
Holdings Corp (incorporated herein by reference to the Registrant’s Current Report on Form 8-K, fited
with the Commission on August 25, 2006).

10.7  Third Amended and Modified Office Lease Agreement in relation to 300 First Stamford Place, Stamford,
Connecticut and guarantee of Odyssey Re Holdings Corp. executed in connection therewith (incorporated
herein by reference to the Registrant’s Quarterly Report on Form 10-Q) filed with the Commission on
November 4, 2004) which amends the Lease Agreement between TIG Insurance Company and First
Stamford Place Company, as amended (incorporated herein by reference to the Registrant’s Amendment
No. 2 to Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on May 29,
2001).

10.8  Registration Rights Agreement dated as of June 19, 2001 among Odyssey Re Holdings Corp., TIG
Insurance Company and ORH Holdings Inc. (incorporated herein by reference to the Registrant’s Annual
Report on Form 10-K filed with the Commission on March 6, 2002).

10.9  Investment Agreement dated as of January 1, 2002 between Hamblin Watsa Investment Counsel Ltd.,
Fairfax Financial Holdings Limited and Odyssey America Reinsurance Corporation (incorporated herein
by reference to the Registrant’s Annual Report on Form 10-K filed with the Commission on March 4,
2003).

10.10 Investment Agreement dated as of January 1, 2003 between Hamblin Watsa Investment Counsel Lid.,
Fairfax Financial Holdings Limited and Clearwater Insurance Company (incorporated by reference to the
Registrant’s Annual Report on Form 10-K filed with the Commission on March 31, 2006).

10.11 Investment Agreement dated as of January 1, 2003 between Hamblin Watsa Investment Counsel Lid.,
Fairfax Financial Holdings Limited and Hudson Insurance Company (incorporated by reference to the
Registrant’s Annual Report on Form 10-K fited with the Commission on March 31, 2006).

10.12 Investment Agreement dated as of January 1, 2003 between Hamblin Watsa Investment Counsel Ltd.,
Fairfax Financial Holdings Limited and Newline Underwriting Management Ltd. (incorporated by
reference to the Registrant’s Annual Report on Form 10-K filed with the Commission on March 31, 2006).

10.13  Stop Loss Agreement dated December 31, 1995 among Skandia America Reinsurance Corporation and
Skandia insurance Company Ltd., as amended (incorporated herein by reference to the Registrant’s
Amendment No. 1 to Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
May 4, 2001).

10.14  Indemmification Agreements between Odyssey Re Holdings Corp. and each of its directors and officers
dated as of March 21, 2001 (incorporated herein by reference to the Registrant’s Annual Report on
Form 10-K filed with the Commission on March 6, 2002),
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10.16

10.17

16.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

*21.1

Title of Exhibit

Indemnification Agreement in favor of Odyssey Reinsurance Corporation and Hudson Insurance
Company from Fairfax Financial Holdings Limited dated as of March 22, 2001 (incorporated herein
by reference to the Registrant’s Amendment No. 1 to Registration Statement on Form S-1
(No. 333-57642), filed with the Commission on May 4, 2001).

Indemnification Agreement in favor of Odyssey Reinsurance Corporation from Fairfax Financial
Holdings Limited dated as of March 20, 2001 (incorporated herein by reference to the Registrant’s
Amendment No. 1 to Registration Statement on Form §-1 (No. 333-57642), filed with the Commission on
May 4, 2001).

Odyssey America Reinsurance Corporation Restated Employees Retirement Plan, as amended
(incorporated herein by reference to the Registrant’s Amendment No. 2 to Registration Staterment on
Form S-1 (No. 333-57642), filed with the Commission on May 29, 2001).**

Odyssey America Reinsurance Corporation Profit Sharing Plan, as amended (incorporated herein by
reference to the Registrant’s Amendment No. 2 to Registration Statement on Form S-1 (No. 333-57642),
filed with the Commission on May 29, 2001)**

Odyssey Re Holdings Corp. Restricted Share Plan (incorporated herein by reference to the Registrant’s
Amendment No. 3 1o Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
June 7, 2001),**

Odyssey Re Holdings Corp. Stock Option Plan (incorporated herein by reference to the Registrant’s
Amendment No. 3 to Registration Statermnent on Form S-1 (No. 333-57642), filed with the Commission on
June 7, 2001).**

Odyssey Re Holdings Corp. Long-Term Incentive Plan (incorporated herein by reference to the
Registrant’s Amendment No. 3 to Registration Statement on Form S-1 (No. 333-57642), filed with
the Commission on June 7, 2001).**

Odyssey Re Holdings Corp. Employee Share Purchase Plan (incorporated herein by reference to the
Registrant’s Amendment No. 3 to Registration Statement on Form S-1 (No. 333-57642), filed with the
Commission on June 7, 2001).**

Odyssey America Reinsurance Corpoeration 401(k) Excess Plan, as amended (incorporated herein by
reference to the Registrant’s Amendment No. 2 1o Registration Statement on Form S-1 (No. 333-57642),
filed with the Commission on May 29, 2001).**

Odyssey America Reinsurance Corporation Restated Supplemental Retirement Plan, as amended
(incorporated herein by reference to the Registrant’s Amendment No. 2 to Registration Staterment on
Form S-1 (No. 333-57642), filed with the Commission on May 29, 2001) **

Tax Services Agreement between Fairfax Inc., Odyssey America Reinsurance Corporation, Odyssey
Reinsurance Corporaticn and Hudson Insurance Company dated as of May 10, 2001 {incorporated herein
by reference io the Registrant’s Amendment No. 2 to Registration Statement on Form S-1
{No. 333-57642), filed with the Commission on May 29, 2001).

Tax Services Agreement between Fairfax Inc. and Odyssey Re Holdings Corp. dated as of May 10, 2001
(incorporated herein by reference to the Registrant’s Amendment No. 2 to Registration Statement on
Form §-1 (No. 333-57642), filed with the Commission on May 29, 2001).
Odyssey Re Holdings Corp. 2002 Stock Incentive Plan (incorporated herein by reference to Appendix A
of the Registrant’s definitive proxy statement filed on March 21, 2002).**

Credit Agreement dated as of July 13, 2007 among Odyssey Re Holdings Corp., Wachovia Bank,
National Association, KeyBank National Association and the other parties thereto, and the promissory
notes executed in connection therewith (incorporated herein by reference to the Registrant’s Quarterly
Report on Form 10-Q filed with the Commission on August 8, 2007).

Commutation and Release Agreement effective as of September 29, 2006 between Clearwater Insurance
Company and nSpire Re Limited (incorporated herein by reference to the Registrant’s Registration
Statement on Form S-1 (No. 333-138340), filed with the Commission on October 31, 2006).

Resignation and Separation Agreement dated March 9, 2007 by and between Odyssey Re Holdings Corp.
and Robert Giammarco.**

List of the Registrant’s Subsidiaries.
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*23.1
*23.2
*24

*31.1

*31.2
*32.1

*32.2

Title of Exhibit

Consent of PriccwaterhouseCoopers LLP.
Consent of PricewaterhouseCoopers LLP.,
Powers of Attorney.

Certification of President and Chief Executive Officer pursuant to Rule 13a-15(¢) or 15d-15{e), as enacted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Executive Vice President and Chief Financial Officer pursuant to Rule 13a-15(e) or 15d-
15(e), as enacted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Centification of President and Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as enacted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certificatton of Executive Vice President and Chief Financial Officer pursuant to 18 U.S.C. Section 1350,
as enacted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

* Filed herewith.
** Management contract or compensatory plan or arrangement
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Investor Information

Shareholders’ Meeting

The 2008 Annual Shareholders’ Meeting wili be held on
Wednesday, April 23, 2008, at 9:30 a.m. (Eastern
Daylight Saving Time), at The Yale Club, 50 Vanderbilt
Avenue, New York, NY.

Auditors
PricewaterhouseCoopers L' P
PricewaterhouseCoopers Center
300 Madison Avenue

New York, NY 10017

Transfer Agent and Registrar

BNY Mellon Shareowner Services

480 Washington Boulevard

Jersey City, NJ 07310-1900

(866) 233-6644

{201) 680-6685 (Cutside the U.S.)

(800} 231-5469 (Hearing Impaired — TDD Phone)

E-Mail Address: shrrelations@mellon.com

Website: hitp://www.bnyrnellon.com/shareowner/isd

Send Certificates For Transfer to:
BNY Mellon Shareowner Services
P.O. Box 3338

South Hackensack, NJ 07606-1936

Send Shareholder Inquires and Address Changes to:
BNY Melion Shareowner Services

480 Washington Boulevard, 27th Floor

Jersey City, NJ 07310

Stock Trading
QOdyssey Re Holdings Corp. shares are traded ¢n the New
York Stock Exchange under the trading symbaol *ORH.”

Common Shares and Dividends

Quarterly high and low sales prices per share of the
Company's common stock, as reported by the New York
Stock Exchange Composite, for the four quarters of
2007, and the four quarters of 2006, as well as dividends
paid, were as follows:

Common Share Market Price
(In dollars)

High Low Dividends Paid
2007

Fourth quarter 4176 34.16
Third quarter 44,02 32.51
Second quarter  45.08  39.31

First quarter 40.59 36.39

$.0625 per share
$.0625 per share
$.0625 per share
$.0625 per share

2006

Fourth quarter  38.65 33.45
Third quarter 3475 2470
Second quarter 26.60 21.23
First quarter 2541 1950

$.0313 per share
$.0313 per share
$.0313 per share
$.0313 per share

On February 20, 2008, the Board of Directors declared
a cash dividend of $0.0625 per common share to be
paid on March 28, 2008 to shareholders of record as of
March 14, 2008

As of February 20, 2008, the number of holders of the
Company's common stock, including those whose
common stock is held in nominee name, was
approximately 28,230.

Employees
As of December 31, 2007, the Company and its subsidiaries
had 635 employees.

Information Request:

A copy of Odyssey Re Holdings Corp. Annual Report
and Form 10-K are available without charge on
OdysseyRe's Website http://www.odysseyre.com, or
upon written request to:

Odyssey Re Holdings Corp.
Attn: Investor Relations
300 First Stamford Place
Stamford, CT 06902
Telephone: (203) 940-8610
Facsimile: (203) 965-7960

For more information about Cdyssey Re Holdings Corp.,
visit OdysseyRe’s website at http://www.odysseyre.com.

Certifications

The Company has filed the certifications required by
Section 302 of the Sarbanes-Oxley Act of 2002 as
exhibits to its Annual Report on Form 10-K for the fiscal
year ended December 31, 2007. In additicn, the
Company has submitted to the New York Stock
Exchange the certification of its Chief Executive Officer
required by Seciion 303A.12{a) of the Exchange's Listed
Company Manual.

Caution Regarding Forward-Looking Statements:
This document may include “forward-looking statements”
within the meaning of the Private Securities Litigation
Reform Act of 1995. These statements, which may relate
to risks and uncertainties, are based upon management's
current expectations and are subject to uncertainty and
changes in circumstances. Actual results may differ
materially from those contained in, or suggested by,
such forward-looking statements. Additional infermation
concerning factors that could cause actual results to
differ materially from those in the forward-looking
statements is contained in the Company’s filings with the
Securities and Exchange Commission.
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